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TRANSFORMATION  OF  THE  MEDICAID 
PROGRAM 


WEDNESDAY,  JUNE  21,  1995 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
2123,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Hastert,  Steams, 
Greenwood,  Burr,  Bilbray,  Whitfield,  Ganske,  Norwood,  Coburn, 
Waxman,  Brown,  Lincoln,  Deutsch,  Stupak,  Wyden,  and  Dingell  (ex 
officio). 

StafY  present:  Howard  Cohen,  majority  counsel;  Melody  J. 
Harned,  majority  counsel;  Mary  M.  McGrane,  majority  counsel; 
Bridgett  Taylor,  minority  professional  staff;  Kay  Holcombe,  minor- 
ity professional  staff;  and  Chris  Knauer,  minority  investigator. 

Mr.  Bilirakis.  Good  morning.  Today's  hearing  on  the  Medicaid 
program  looks  back  at  the  recent  past  history  of  the  program  in  the 
1990's,  a  period  of  exploding  growth  in  the  program.  Incredibly,  be- 
tween 1990  and  1994,  the  program  grew  at  an  annual  rate  of  19.1 
percent.  Today's  witnesses  will  help  explain  how  legislative 
changes — such  as  Federal  eligibility  expansions  and  changes  in 
State  provider  taxes — interacted  with  court  decisions — such  as 
Boren  lawsuits  and  the  Zebley  decision — to  create  the  explosive 
growth  in  the  Medicaid  program. 

Today,  we  are  very  fortunate  to  have  both  the  current  HCFA  ad- 
ministrator, Bruce  Vladeck,  and  his  predecessor.  Dr.  Gail 
Wilensky,  as  witnesses.  Both  Mr.  Vladeck  and  Dr.  Wilensky  have 
served  with  distinction,  and  have  guided  the  Agency  with  creativity 
during  troubling  times.  They  have  both  testified  brilliantly  many 
times  before  this  subcommittee  on  issues  ranging  from  provider 
taxes  to  the  Clinton  health  care  reform  proposal.  We  are  also  fortu- 
nate to  have  both  the  Congressional  Budget  Office's  and  the  Gov- 
ernment Accounting  Office's  top  Medicaid  experts — Joe  Antos  and 
William  Scanlon  with  us  today. 

Although  we  are  on  the  verge  of  transforming  the  Medicaid  pro- 
gram in  the  budget  reconciliation  process.  States,  one  by  one,  have 
been  reinventing  their  Medicaid  programs  under  the  authority  of 
section  1115  waivers.  Beginning  with  the  State  of  Oregon  waiver, 
the  Clinton  administration  has  approved  for  implementation  10 
statewide  demonstration  waivers,  although  only  four  are  currently 
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operating — Oregon,  Hawaii,  Tennessee,  and  Rhode  Island.  Another 
13  States  have  submitted  applications. 

In  these  demonstration  projects,  HCFA  has  allowed  States  to 
waive  almost  every  requirement  of  the  Medicaid  statute,  including 
the  provision  of  mandatory  benefits  in  the  case  of  Oregon.  The 
1115  waiver  process  has  allowed  the  administration  to  transform 
the  program  without  congressional  input  or  oversight.  It  has  also 
caused  increased  Federal  expenditures.  As  GAO  will  testify  today, 
the  administration's  method  for  determining  if  these  waivers  are 
budget  neutral  will  dramatically  increase  the  Federal  Govern- 
ment's financial  exposure  in  a  number  of  States. 

As  we  are  all  aware,  the  President  entered  the  balanced  budget 
debate  last  week  by  introducing  his  proposal  to  balance  the  budget 
by  the  year  2005.  As  we  know,  CBO  has  estimated  that  the  Presi- 
dent is  still  $200  billion  short  of  that  goal,  but  I  want  to  commend 
his  courage  in  showing  leadership  while  most  in  his  party  have 
been  merely  naysayers.  Now  the  American  people  will  see  a  bal- 
anced budget  by  the  end  of  this  year. 

Today,  Mr,  Vladeck  will  comment  about  the  President's  proposal. 
In  contrast  to  a  block  grant,  its  general  structure  appears  to  be  a 
capped  entitlement.  However,  both  the  President's  and  our  propos- 
als for  Medicaid  are  "works  in  progress"  with  many  details  to  be 
worked  out.  Nevertheless,  I  must  comment  on  one  comparison  that 
the  administration  has  made  between  the  proposals  which  is  dis- 
ingenuous— the  calculation  of  budgetary  savings  using  two  dif- 
ferent baselines. 

Most  likely  the  House-Senate  budget  resolution  will  produce  a 
Medicaid  target  of  $180  billion  of  savings  over  7  years.  The  admin- 
istration claims  that  the  President's  proposal  "seeks  $54  billion  in 
Medicaid  program  savings  over  7  years."  The  administration's  sav- 
ings number,  however,  is  based  on  a  comparison  with  the  Office  of 
Management  and  Budget's  baseline.  If  you  examine  this  chart,  you 
can  see  that  there  is  a  $65.7  billion  difference  between  the  CBO 
and  0MB  baselines.  By  using  OMB's  smaller  baseline,  the  adminis- 
tration has  blatantly  "cooked"  their  numbers,  and  achieved  $65.7 
in  savings  just  by  substituting  baselines. 

If  we  use  the  CBO  baseline,  which  is  the  only  official  scoring 
baseline  for  Congress  in  all  reconciliation  bills,  the  administration's 
proposal  is  actually  a  $120  billion  cut  in  Medicaid.  Consequently, 
the  administration  is  asking  our  Governors  to  manage  today's  Med- 
icaid program  with  all  its  Federal  mandates,  HCFA  micromanage- 
ment,  and  bureaucratic  excesses  with  a  $120  billion  cut. 

Let  me  end  with  a  statement  that  President  Clinton  made  on 
February  17,  1993,  in  his  first  State  of  the  Union  message  concern- 
ing the  issue  of  budget  scoring:  "The  budget  plan,  by  contrast,  will 
by  1997  cut  $140  billion  in  that  year  alone  from  the  deficit ...  a  real 
deficit  reduction,  using  the  independent  numbers  of  the  Congres- 
sional Budget  Office." 


Well,  you  can  laugh,  my  fellow  Republicans,  but  I'll  point  out 
that  the  Congressional  Budget  Office  was  normally  more  conserv- 
ative in  what  was  going  to  happen  and  closer  to  right  than  pre- 
vious Presidents  have  been. 

As  we  enter  this  historic  negotiation  on  the  budget,  we  should 
heed  the  President's  words.  We  must  start  this  dialog  with  a  com- 
mon budget  language — the  scoring  conventions  of  the  Congres- 
sional Budget  Office. 

[The  chart  referred  to  follows:] 
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Mr.  BiLlRAKlS.  Before  I  introduce  Mr.  Bruce  Vladeck,  I  know  that 
the  Florida  State  President  Senator,  Jim  Scott,  is  somewhere  in 
here  in  the  audience  and  I  wanted  to  introduce  Jim  to  the  audi- 
ence. 

At  this  point,  I  will  introduce  our  first  panelist — of  course,  there 
are  opening  statements.  I  appreciate  your  remark. 

Mr.  Waxman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

I  am  looking  forward  to  hearing  from  Dr.  Vladeck,  but  in  due 
time. 

This  is  second  in  a  series  of  subcommittee  hearings  on  Medicaid 
that  attempts  to  avoid  the  real  issue  before  us — that  is,  how  the 
States  will  cope  with  the  Republican  budget,  which  will  cost  them 
$187  billion  in  Federal  Medicaid  matching  funds  over  the  next  7 
years. 

Of  course,  the  Republicans  aren't  just  calling  for  huge  cuts  in 
Federal  Medicaid  funding.  They  also  want  to  "transform"  Medicaid 
from  a  program  of  basic  health  and  long-term  care  coverage  for  36 
million  Americans  into  a  program  of  block  grants  to  the  States. 

Just  how  do  they  propose  to  do  this?  We  don't  know,  because 
there  is  no  concrete  legislative  proposal  before  us,  and  it  is  not 
clear  when  we  are  going  to  see  one. 

What  we  ought  to  be  holding  hearings  on  is  the  Republican  Med- 
icaid block  grant.  Instead,  what  we  are  holding  a  hearing  on  today 
is  the  history  of  the  Medicaid  program. 

Now,  why  do  you  suppose  that  is?  I  suspect  it  is  for  the  same 
reason  that  the  Republicans  in  the  Senate  have  pulled  their  ver- 
sion of  welfare  reform  off  the  calendar;  They  have  not  solved  the 
problem  of  how  to  distribute  Federal  block  grant  funds  among  the 
States. 

Of  course,  if  you  can't  solve  the  distributional  problem,  you  don't 
have  a  block  grant.  Because  that  is  all  that  a  block  grant  is:  A  for- 
mula for  distributing  a  fixed  amount  of  Federal  funds  among  the 
States. 

What  if  Federal  Medicaid  block  grant  dollars  were  to  be  distrib- 
uted on  the  same  basis  as  Federal  Medicaid  spending  occurs  now? 
There  would  be  huge  variations  in  Federal  payments  from  State  to 
State. 

In  1993,  the  latest  year  for  which  comparable  data  are  available, 
the  Federal  Government  spent  $291  on  Medicaid  for  every  U.S.  Cit- 
izen. In  the  chairman's  State  of  Florida,  it  spent  a  below-average 
$205  per  person.  In  my  State  of  California,  it  spent  a  below  aver- 
age $224  per  person.  And  in  the  State  of  Connecticut,  it  spent  an 
above-average  $351  per  person. 

There  are  33  States,  including  Florida  and  California,  where  Fed- 
eral spending  per  person  was  less  than  the  national  average.  In  the 
other  17  States,  like  Connecticut,  Federal  spending  was  above  the 
national  average. 

As  chart  number  1  shows,  if  Medicaid  is  "transformed"  into  a 
block  grant,  and  if  the  Federal  block  grant  funds  are  distributed  on 
a  historical  basis,  then  33  States  might  as  well  be  making  annual 
transfers  of  billions  of  dollars  to  17  States.  A  glance  at  chart  num- 
ber 2  shows  clearly  that  the  flow  of  funds  would  generally  be  from 


the  West  and  Midwestern  States  to  the  Northeastern  and  Mid-At- 
lantic States,  although  there  are  exceptions. 

The  amounts  at  issue  here  are  huge — more  than  five  times  the 
amounts  at  stake  in  the  welfare  reform  block  grant  in  the  first  year 
alone.  Over  7  years,  the  Medicaid  block  grant  pot  will  total  $955 
billion — less  whatever  the  Republican  budget  extracts  from  the  pro- 
gram to  pay  for  deficit  reduction  and  tax  cuts. 

Even  in  Washington,  a  $955  billion  pie  is  worth  worrying  about. 
Which  is  probably  why  the  Senate  Republicans,  who  know  that 
welfare  is  likely  to  be  a  proxy  for  Medicaid  on  this  issue,  are  hav- 
ing such  difficulty  agreeing  on  a  welfare  block  grant. 

And  it  is  why  we  should  begin  holding  hearings  on  a  specific  Re- 
publican Medicaid  block  grant  bill  as  soon  as  possible,  so  that  we 
can  all  understand  the  full  implications  of  the  Republican  cuts  for 
all  the  States. 

Because  only  then  will  we  know  what  these  changes  mean  for 
the  Nation's  uninsured  children,  for  disabled  Americans  who  need 
personal  care  in  order  to  work  and  remain  independent,  and  for  the 
frail  elderly  and  their  families.  And  only  then  can  we  know  how 
difficult  we  will  make  the  task  for  hospitals  attempting  to  deliver 
care  to  the  poor  and  uninsured,  for  nursing  homes  trying  to  provide 
quality  care,  and  for  doctors  trying  to  care  for  children  in  poverty. 

Thank  you,  Mr.  Chairman. 

[The  charts  referred  to  follow:] 
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Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Greenwood,  an  opening  statement? 

Mr.  Greenwood.  I  have  no  opening  statement,  but  I  would  like 
to  respond  to  the  comments  from  the  ranking  minority  member, 
who  rightly  stresses  the  view  that  we  need  to  be  concerned  about 
how  States  cope  with  a  Medicaid  block  grant  program.  It  seems  to 
me  that  the  overriding  issue  for  the  States  will  be  the  rate  of  the 
anticipated  rate  of  growth. 

Will  the  block  grants  be  sufficient?  How  fast  will  their  burden 
grow?  And  I  can't  think  of  anything  more  destructive  in  under- 
standing that  than  to  look  at  how  it  has  grown  in  the  recent  past. 
That  is  why  I  think  this  hearing  is  valuable  and  on  target. 

Mr.  BiLlRAKlS.  The  time  of  the  gentleman  has  expired. 

Mr.  Dingell  for  an  opening  statement. 

Mr.  Dingell.  Mr.  Chairman,  I  commend  you  for  holding  these 
hearings  today  and  I  thank  you  for  making  it  possible. 

Mr.  Chairman,  it  appears  that  the  gun  has  sounded,  and  the  race 
to  the  bottom  has  begun.  We  now  find  ourselves  on  the  eve  of  a 
major  social  experiment  of  block  granting  Medicaid  to  the  States. 
We  conduct  this  experiment  with  a  wealth  of  rhetoric  and  virtually 
no  specifics  on  how  any  of  this  will  be  accomplished. 

For  a  brief  moment  last  week,  I  was  encouraged.  Distinguished 
Governors,  including  the  Governor  from  my  State,  came  to  testify 
on  the  miracles  that  could  be  achieved  through  Medicaid  block 
grants.  But  I  thought  that  such  a  distinguished  group  of  policy- 
makers would  be  equipped  with  at  least  an  embryonic  blueprint.  I 
was  wrong. 

Take,  for  example,  my  State  of  Michigan.  Under  the  Republican 
plan,  Michigan  would  lose  nearly  $6  billion  in  Medicaid  revenues 
over  the  next  5  years.  This  translates  to  a  reduction  of  more  than 
$1  billion  each  year,  or  a  loss  of  as  much  as  $1.7  billion  in  Federal 
spending  in  2002  alone.  Putting  real  faces  to  these  figures  is  sober- 
ing. According  to  recent  figures  published  by  the  Urban  Institute 
for  the  State  of  Michigan,  under  the  House  proposal,  coverage  for 
about  16,000  low-income,  elderly  persons  would  be  cut  by  the  year 
2002.  During  this  same  period,  almost  160,600  individuals  in  low- 
income  families  would  be  eliminated  from  Medicaid.  And  for  the 
disabled,  as  many  as  40,400  would  be  dropped  from  coverage. 

But  these  distinguished  Governors  seemed  hardly  phased  by 
such  figures.  They  appeared  to  view  them  as  merely  peripheral 
concerns.  The  panel  provided  us  with  virtually  no  specifics  on  ex- 
actly how  predicted  budgetary  shortfalls  would  be  met,  for  exam- 
ple. Nor  did  they  provide  us  with  other  basic  but  critical  facts — 
such  as  how  a  State  might  handle  any  increased  burdens  on  its 
Medicaid  program  during  a  recession.  And  of  course  the  Governors 
were  nowhere  to  be  found  on  the  more  complex  issues  such  as  how 
enrolling  Medicaid  beneficiaries  into  managed  care  would  translate 
into  hundreds  of  millions,  if  not  billions,  of  dollars  in  savings  to  off- 
set the  projected  budgetary  shortfalls. 

In  Michigan,  I  mistakenly  thought  that  the  facts  spoke  for  them- 
selves. I  assumed  that  the  Governors  would  have  specific  plans  to 
demonstrate  how  they  would  reach  these  tremendous  savings.  I 
thought,  for  example,  that  by  pointing  out  that  because  two-thirds 
of  Michigan's  Medicaid  population  is  already  enrolled  in  managed 
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care,  my  Governor  would  realize  that  only  minimal  savings  could 
be  derived  from  there. 

I  thought  that  by  showing  that  because  the  administrative  costs 
in  Michigan's  Medicaid  program  are  only  2.1  percent  of  the  pro- 
gram, that  my  Governor  would  quickly  realize  that  only  small  effi- 
ciencies could  be  found  there.  And  finally,  I  thought  that  by  point- 
ing out  that  because  65  percent  of  all  Michigan's  Medicaid  spend- 
ing is  for  the  elderly  and  disabled  and  that  because  there  is  little 
experience  of  saving  money  through  managed  care  for  these  groups, 
that  this  might  elicit  an  alternative  plan  to  generate  savings. 

But  again,  I  was  wrong.  Instead,  the  plans  put  forth  by  this 
panel  were  and  still  are,  today,  vague.  They  won't  tell  us  which 
low-income  residents  in  my  State,  for  example,  will  lose  their  cov- 
erage under  a  block  grant  proposal;  they  won't  tell  us  of  those  that 
are  lucky  enough  to  keep  their  coverage  which  benefits  they  will 
lose;  and  they  won't  tell  us  just  how  much  State  or  local  govern- 
ments will  have  to  raise  taxes  to  meet  these  projected  shortfalls. 

One  Governor  did  give  us  specifics.  Governor  Chiles  from  Florida 
reminded  us  that  under  the  Republican  proposal,  not  all  States  will 
be  treated  equally.  He  reminded  us  that  a  needy  person  in  Massa- 
chusetts will  receive  $4,800,  or  2y2  times  that  of  a  needy  person 
in  Florida  or  Illinois.  A  needy  person  in  Wisconsin  will  receive 
$3,400,  while  in  California  that  very  same  needy  person  will  re- 
ceive only  $2,000.  Finally,  we  were  reminded  that  New  York's  per 
person  poverty  allocation  will  be  more  than  twice  that  of  Texas. 

Very  clearly  it  appears  that  Republicans  have  been  working 
mostly  with  Governors  from  States  with  low  or  declining  growth 
rates,  otherwise  they  wouldn't  have  gotten  them  to  agree  to  a  rate 
that,  in  many  cases,  is  less  than  half  that  of  the  Medicaid  growth 
rates  for  many  States.  Then  again,  maybe  many  of  the  Governors 
the  Republicans  are  working  with  are  perfectly  willing  to  make 
substantial  cuts  to  providers  and  increase  the  number  of  uninsured 
in  their  States. 

Perhaps  the  Governors  who  are  asking  for  block  grants  with  no 
strings  attached  are  really  more  concerned  about  balancing  their 
own  budget  shortfalls  and  meeting  the  tax  cuts  they  promised  in 
order  to  be  reelected  off  the  backs  of  the  elderly,  disabled,  and  chil- 
dren. 

I  look  forward  to  another  discussion  on  block  granting  Medicaid 
today.  Today  I  hope,  however,  that  the  GAO  can  tell  us  where  bil- 
lions might  be  saved  or  how  a  formula  might  be  derived  to  equi- 
tably distribute  these  funds  to  the  States.  I  hope  that  CBO  can 
show  us — in  accordance  with  Republican  promises — how  millions  of 
beneficiaries  won't  be  forced  from  Medicaid  or  lose  needed  services 
under  the  block  grant  proposal. 

And  finally,  I  hope  our  friends  from  HCFA  will  demonstrate  how 
States  can  save  literally  billions  by  administering  their  own  pro- 
grams. I  look  forward  with  great  interest  to  obtaining  answers  to 
why  the  plan  before  us  is  not  a  rapid  race  to  the  bottom  when  it 
comes  to  providing  health  care  for  millions  of  Americans. 

I  would  like  to  know  how  the  allocation  of  money  among  the  sev- 
eral States  will  occur  under  the  different  plans  before  us. 

Mr.  BILIRAKIS.  It  is  going  to  be  another  one  of  those  days,  I  can 
tell.  We  have  a  quorum  call  on  the  floor  followed  by  a  5-minute 
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vote.  I  think  it  would  be  a  good  idea  to  break  for  several  minutes, 
unfortunately.  I  apologize,  but  it  is  going  to  be  one  of  those  days. 
We  will  recess  for  25  minutes  and  return. 

[Brief  recess.] 

Mr.  BiLlRAKlS.  The  hearing  will  come  to  order.  We  will  continue 
with  our  opening  statements.  The  Chair  apologizes. 

Mr.  Stearns. 

Mr.  Stearns.  Thank  you,  Mr.  Chairman. 

I  want  to  commend  you  for  holding  this  important  hearing  today 
and  I  look  forward  to  hearing  from  our  panel  as  we  continue  our 
examination  of  the  Medicaid  Program.  It  is  important  to  look  at 
how  this  program  has  grown  over  the  past  decade  as  well  as  what 
accounts  for  its  explosive  growth  rate. 

We  will  also  look  at  the  1115  waiver  process  and  how  it  is  trans- 
forming the  Medicaid  Program.  These  waivers  have  only  been  in 
place  since  1993,  with  Oregon  being  the  first  to  receive  such  a 
waiver. 

It  is  difficult  to  ascertain  the  impact  of  these  waivers,  what  they 
have  had  on  the  reduction  in  spending.  Since  1980,  Medicaid  has 
grown  at  alarming  rate.  In  1980,  Federal  spending  was  $14.5  bil- 
lion with  the  States  spending  $11.2  billion.  By  1992,  12  years  later, 
the  Federal  share  had  skyrocketed  to  $67.8  billion,  while  the  States 
contributed  $50.9  billion. 

If  CBO  projections  are  accurate,  the  Federal  share  will  continue 
to  escalate  far  beyond  previous  expectations.  By  1997,  the  Federal 
Government  will  have  to  fork  over  $126  billion  while  the  States 
will  contribute  over  $94  billion.  That  adds  up  to  an  astronomical 
sum  of  $210  billion,  when  you  consider  where  the  program  was  in 
1980. 

These  are  several  reasons  why  the  program  has  experienced  dou- 
ble digit  percentage  growth  from  its  inception  in  1966  until  the 
present. 

I  look  forward  to  hearing  from  the  panels  of  experts. 

I  want  to  talk  a  bit  about  the  waiver  that  was  granted  to  the 
State  of  Florida.  I  have  a  copy  of  this  waiver. 

This  waiver  did  not  come  without  strings  attached.  On  the  con- 
trary; it  came  with  no  less  than  57  special  terms  and  conditions. 
The  waiver  necessary  to  implement  the  Florida  health  security 
demonstration  will  not  be  effective  for  either  the  Florida  Health  Se- 
curity Program  or  the  Medicaid  Program  until  the  State  of  Florida 
has  enacted  implementing  legislation. 

But  this  legislation,  even  if  they  passed  it  today,  would  have  to 
allow  it  to  be  retroactive,  which  will  not  occur.  There  is  no  guaran- 
tee that  implementing  the  waiver  will  result  in  massive  increases 
in  Federal  dollars  as  has  been  asserted  by  some.  I  think  the  impor- 
tant point  is  to  realize  that  in  our  State  that  if  we  have  the  imple- 
menting legislation — allowing  the  Governor  to  offer  subsidies  to 
working  people  with  annual  incomes  up  to  2.5  times  the  Federal 
poverty  level,  which  is  about  $37,000  a  year — we  would  start  a  new 
entitlement  in  the  State  if  we  allowed  this  1115  waiver. 
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So  I  question  the  use  of  the  1115  waiver  and  I  don't  think  the 
full  measure  of  information  is  in  on  those  States  that  have  imple- 
mented this  waiver  and  what  it  means. 

Thank  you,  Mr.  Chairman. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Wyden  for  an  opening  statement. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

I  would  just  make  two  points. 

One,  Chairman  Bilirakis,  we  know  of  your  fairness  and  your  sen- 
sitivity to  the  needs  of  patients  and  the  vulnerable,  but  what  trou- 
bles this  member  is  that  the  bill  that  passed  the  House,  in  my 
view,  really  plays  Russian  roulette  with  the  well-being  of  millions 
of  our  citizens,  particularly  the  seniors,  and  that  is  why  it  is  so  im- 
portant that  we  work  on  a  bipartisan  basis  to  come  up  with  a  fair 
formula  to  try  to  protect  the  needs  of  these  very  vulnerable  people. 

I  think  you  are  right  to  hold  this  hearing  on  the  history  of  this 
program.  In  particular,  there  is  a  point  that  I  would  like  to  bring 
out. 

A  number  of  my  colleagues  on  the  other  side  have  talked  about 
micromanagement  in  the  Medicaid  area,  particularly  on  the  part  of 
the  Clinton  administration.  The  fact  is  that  the  Clinton  administra- 
tion gave  Oregon  the  flexibility  to  put  in  place  the  most  gutsy,  in- 
novative Medicaid  Program  in  the  country,  the  only  health  program 
anywhere  where  citizens  are  making  some  tough  choices  about  pri- 
orities. 

If  you  look  at  the  Republican  plan,  the  plan  that  passed  the 
House,  what  troubles  me  is  that  it  is  going  to  hammer  States  like 
Oregon  and  others  that  are  on  the  cutting  edge  of  reinventing 
American  health  care.  And  the  reason  that  that  is  the  case  is  be- 
cause even  with  our  efficiencies,  and  they  have  been  tremendous  in 
Oregon  and  these  other  innovator  States,  our  growth  rates  are 
higher  than  are  allowed  in  the  Republican  plan. 

So  not  only,  in  my  view,  is  this  going  to  hit  low  income  and  vul- 
nerable citizens  very  hard,  but  it  is  going  to  penalize  the  States 
that  are  reinventing  American  health  care  and  that  is  why  I  am 
glad  Mr.  Bilirakis  is  in  the  chair,  because  he  is  somebody  who  has 
always  worked  to  try  to  address  these  issues  fairly  and  I  look  for- 
ward to  working  with  you,  Mr.  Chairman. 

Mr.  Bilirakis.  I  thank  the  gentleman  and  I  thank  him  for  the 
confidence  that  he  has  in  me.  I  trust  it  is  well-placed. 

Mr.  Whitfield,  5  minutes. 

Mr.  Whitfield.  Along  with  the  gentleman  in  Oregon,  I  think 
there  is  great  merit  in  having  a  hearing  on  the  history  of  Medicare 
because  there  are  a  lot  of  new  members  on  the  committee,  includ- 
ing myself.  All  of  us  should  read  the  articles  in  The  Washington 
Post,  a  series  of  five  articles  that  went  through  the  history  of  Med- 
icaid printed  in  January  1994.  While  this  accounts  for  much  of  the 
dramatic  increase  in  cost,  it  is  quite  obvious  that  liberalization  of 
the  eligibility  requirements  and  the  expansion  of  the  groups  of  peo- 
ple included  in  Medicaid  over  the  past  few  years,  particularly  since 
1984,  has  dramatically  contributed  to  this  cost  increase.  While 
there  is  nothing  wrong  with  that  because  we  are  a  compassionate 
people,  and  we  want  to  take  care  of  the  health  needs  of  our  citi- 
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zens,  we  also  have  a  responsibility  to  try  to  be  more  accurate  in 
cost  projections. 

I  think  the  historical  data  will  show  that  the  cost  projections 
have  been  so  grossly  understated  that  it  is  almost  negligent  in  a 
way  from  my  view.  I  think  it  is  interesting  that  members  on  the 
other  side  of  the  aisle  have  expressed  great  concern  about  what 
block  grants  to  the  States  will  end  up  costing  the  States,  because 
in  the  past  we  have  issued  all  sorts  of  mandates  on  the  States  in 
the  area  of  Medicaid  without  any  questioning  the  cost  impact  or 
the  impact  on  the  States. 

I  am  not  sure  that  grants,  specifically  block  grants  to  the  States 
are  the  answer.  However,  I  do  believe  that  this  program  is  so  seri- 
ously in  trouble  financially.  Everjrwhere  I  go  in  my  district,  health 
care  providers  complain  about  the  overuse  of  the  system,  and  there 
is  no  incentive  for  the  beneficiaries  to  curtail  the  times  that  they 
go  to  health  facilities.  There  is  simply  no  incentive  there.  I  think 
that  that  is  an  area  that  we  need  to  explore  as  well. 

I  was  also  delighted  to  hear  the  gentleman  from  Oregon  talk 
about  the  Oregon  plan  being  one  of  the  most  innovative  plans  de- 
veloped so  far  in  the  area  of  health  care,  because  I  look  at  these 
block  grants  and  recognize  there  are  a  lot  of  unanswered  questions. 
We  can  view  these  as  experimentations  at  the  State  level  as  exam- 
ples for  other  States  to  establish  innovative  approaches  the  way 
Oregon  did.  I  am  not  sure  that  I  am  going  to  vote  for  block  grants, 
but  I  may  very  well.  Essentially,  it  seems  to  me  that  if  you  have 
48  different  experiments  going  on  around  this  country  with  less 
government  interference  and  specific  levels  of  funding  that  there 
are  going  to  be  innovative  new  approaches  exploring  more  efficient 
ways  to  provide  needed  health  care. 

So,  I  commend  the  chairman  for  the  hearing  and  waive  the  bal- 
ance of  my  time. 

I  will  yield  to  my  friend  from  Florida. 

Mr.  BiLiRAKls.  You  are  welcome  to  do  that. 

Mr.  Stearns.  I  thank  the  gentleman  for  yielding. 

I  want  to  tell  Mr.  Wyden  if  he  will  have  an  opportunity  to  look 
at  page  48  of  the  GAO  report,  it  talks  about  your  State  as  having 
difficulty  due  in  part  to  the  higher  than  anticipated  enrollment, 
and  they  are  considering  reducing  the  capitation  rate,  changing  eli- 
gibility rules,  implementing  premiums  and  copajnments,  delaying 
full  implementation  of  the  mental  health  services,  and  reducing 
benefits.  So  I  don't  think  success  is  in,  at  least  as  established,  in 
the  GAO  report. 

Mr.  Wyden.  Will  the  gentleman  yield? 

The  fact  of  the  matter  is  in  Oregon  more  than  100,000  people 
who  had  nothing  before  now  have  access  to  a  very  good  package  of 
benefits.  This  program  has  been  wildly  popular.  The  history  of  this 
is  that  George  Bush  turned  this  program  down  and  Bill  Clinton 
had  the  guts  to  say  let's  try  it  out. 

I  thank  my  friend  for  yielding. 

Mr.  BILIRAKIS.  Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  hearings  you  have  been  holding  on  Medicaid  pro- 
posals and  on  this  issue  because  Congress  is  poised  to  make  some 
very  fundamental  changes  in  the  Medicaid  Program.  These  hear- 
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ings  give  us  a  good  opportunity  to  explore  all  the  options  and  the 
consequences  of  any  decisions  that  may  be  made. 

We  could  get  into  a  debate  as  to  whose  proposal  is  right,  whether 
a  cut  in  growth  is  really  a  cut,  or  whether  the  CBO  or  0MB  base- 
line is  correct.  But  the  folks  back  home  want  to  know  how  are  peo- 
ple going  to  be  affected. 

I  don't  care  about  liberalization  of  the  program,  I  don't  care  if 
you  are  talking  about  Oregon,  Michigan,  but  how  are  people  going 
to  be  affected.  The  fact  of  the  matter  is,  there  is  going  to  be  less 
money  available  and  that  would  lead  to  less  people  being  covered 
under  current  law.  So  some  changes  are  going  to  have  to  be  made. 

The  way  I  see  it  under  the  Republican  proposals  that  we  have 
now,  States  would  be  fully  responsible  for  determining  who  Medic- 
aid covers,  what  benefits  get  covered  and  how  much  the  providers 
are  going  to  be  paid.  If  you  look  at  the  preliminary  information,  it 
talks  about  where  the  growth  in  Medicaid  has  occurred  over  the 
past  5  years. 

So  I  want  to  know  how  are  the  States  going  to  make  these  deci- 
sions. What  I  want  to  know  is,  if  we  block  grant  this  program  and 
give  the  money  to  the  States,  which  of  these  programs  are  they 
going  to  change? 

How  many  people  who  are  currently  covered  will  be  cut?  How 
many  will  lose  their  coverage? 

More  than  15  million  low  income  children  are  covered  by  Medic- 
aid. So  what  I  want  to  know  is  how  are  the  States  going  to  provide 
coverage  to  low  income  infants,  children  and  pregnant  women? 

With  more  than  4  million  low  income  beneficiaries  depending 
upon  Medicaid,  what  I  want  to  know  and  what  we  must  decide  is 
how  are  the  States  going  to  pay  premiums,  the  copayments  and 
deductibles  for  low  income  seniors?  How  are  they  going  to  pay  for 
prescription  drugs,  nursing  homes,  or  home  and  community  long 
term  care? 

Medicaid  covers  about  5  million  persons  with  severe  disabilities 
including  mentally  retarded  and  permanently  injured  children  and 
adults,  and  the  chronically  mentally  ill.  So  I  guess  what  I  want  to 
know,  how  are  the  States  going  to  provide  for  these  people? 

Are  we  going  to  cut  out  the  children?  Are  we  going  to  provide  for 
the  adults?  Who  is  going  to  be  covered? 

At  some  point,  we  as  members  of  this  committee  in  Congress  are 
going  to  have  to  decide  who  gets  covered  and  who  not.  It  is  nothing 
we  can  just  put  in  a  block  grant  and  leave  it  to  the  States.  It  is 
our  responsibility  and  we  can't  duck  that  responsibility  by  merely 
washing  our  hands  of  it  and  giving  it  to  the  States. 

So  what  I  want  to  know  before  this  Congress  turns  a  program 
over  to  the  States  is  who  and  how  are  the  States  going  to  decide 
on  these  very  important  issues? 

I  yield  back. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Brown,  the  gentleman  from  Ohio. 

Mr.  Brown.  I  have  no  statement,  Mr.  Chairman. 

Mr.  BiLlRAKlS.  That  takes  care  of  the  opening  statements. 

[The  prepared  statements  of  Hon.  Brian  P.  Bilbray  and  Hon. 
Charlie  Norwood  follow:] 
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Prepared  Statement  of  Hon.  Brian  P.  Bilbray,  a  Representative  in  Congress 
FROM  the  State  of  California 

Mr.  Chairman,  I  want  to  first  commend  you  for  holding  this  critical  hearing  on 
the  past  history  of  the  Medicaid  program.  We  are  doomed  to  repeat  our  past  failures 
if  we  do  not  fully  understand  the  implications  of  where  we  went  wrong. 

As  we  all  know,  Medicaid  spending  has  been  exploding  and  growing  at  an  average 
annual  rate  of  19.1%  between  1990  and  1994  Medicaid  expenditures  are  expected 
to  rise  faster  than  other  health  expenditures  through  2002.  It  now  accounts  for 
about  6%  of  the  federal  budget,  but  that  percentage  is  projected  to  climb  to  8%  by 
the  year  2002. 

As  the  Committee  looks  to  limit  the  growth  of  such  runaway  entitlements  as  Med- 
icaid, I  think  it  is  essential  that  we  look  very  closely  at  the  root  causes  of  this  im- 
mense growth.  I  look  forward  to  hearing  from  all  the  witnesses,  especially  Dr.  Gail 
Wilensky  who  has  great  expertise  on  this  issue  and  witnessed  first  hand  the  explo- 
sion of  the  Medicaid  program. 

Again  I  would  like  to  thank  the  chairman  and  I  jdeld  back  the  balance  of  my  time. 


Prepared  Statement  of  Hon.  Charlie  Norwood,  a  Representative  in  Congress 
FROM  THE  State  of  Georgl\ 

Mr.  Chairman,  like  Medicare,  the  Medicaid  system  must  maintain  its  integrity. 
However,  over  the  past  seven  years  or  so,  through  the  budget  process,  items  have 
been  placed  in  Medicaid  that  have  caused  explosive  growth.  During  1991  alone, 
Medicaid  spending  grew  by  27.8  percent  and  in  1992  they  grew  by  29.1  percent. 

We  just  can't  keep  with  this  pace,  by  the  year  2002,  Medicaid  will  make  up  8  per- 
cent of  the  Federal  budget.  I  think  the  solution  found  in  the  concurrent  resolution 
of  the  budget  is  a  good  start.  I  know  that  slowing  the  rate  of  growth  in  Medicaid 
will  not  be  popular  and  I  know  that  there  are  critics  of  the  block  grant  proposal. 
But  look  at  the  alternative.  We  will  have  a  bankrupted  system  unless  we  become 
innovative  and  have  the  courage  to  slow  growth. 

I  see  two  main  objectives,  save  the  Medicaid  system  and  reduce  the  deficit  for  our 
kids. 

The  future  depends  on  the  decisions  we  make  in  this  subcommittee. 

I  yield  back  the  balance  of  my  time. 

Mr.  BiLlRAKlS.  Mr.  Vladeck  is  the  first  panelist.  He  is  the  entire 
panel  and  I  appreciate  his  patience.  He  is  the  administrator  of 
Health  Care  Financing  Administration,  the  main  office  located  here 
in  Washington. 

Mr.  Vladeck,  you  have  the  time  for  the  next  10  minutes.  Please 
proceed,  sir.  Of  course,  your  written  statement  is  a  matter  of  the 
record. 

STATEMENT  OF  BRUCE  C.  VLADECK,  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION 

Mr.  Vladeck.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  be  here  this  morning  and  with  all 
deference,  sir,  the  main  offices  of  the  HCFA  are  in  Baltimore  and 
we  are  proud  of  that. 

I  welcome  the  opportunity  to  appear  this  morning  to  discuss  the 
history,  accomplishments  and  future  directions  for  the  Medicaid 
Program,  which  provides  health  care  coverage  for  more  than  36 
million  Americans,  children,  senior  citizens,  individuals  with  dis- 
abilities and  others  through  a  partnership  between  the  Federal 
Government  and  the  States. 

Under  this  partnership.  States  have  great  discretion  in  how  they 
design  their  Medicaid  programs.  They  have  considerable  discretion 
over  eligibility  on  the  high  end,  although  not  always  on  the  bottom 
end,  over  what  benefits  they  will  cover  and  what  sorts  of  delivery 
systems  they  will  support.  That  programmatic  flexibility  results  in 
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very  wide  variations  across  State  Medicaid  programs,  yet  the  struc- 
ture of  the  Federal-State  relationship  ensures  a  basic  level  of  con- 
tinuity across  the  States. 

Recently,  in  response  to  efforts  by  States  to  seek  additional  flexi- 
bility, we  have  responded  by  using  our  demonstration  authority 
and  making  other  administrative  changes  to  enable  States  to  pur- 
sue a  number  of  innovative  approaches  to  Medicaid.  Just  last  week 
the  President  also  proposed  important  new  reforms  that  will  con- 
trol Medicaid  cost  increases  and  provide  States  with  still  additional 
programmatic  flexibility. 

Let  me  start  with  a  brief  bit  of  history.  Let  me  look  particularly 
at  the  experience  over  the  last  20  years  in  the  rate  of  increasing 
costs  in  the  Medicaid  Program  as  reflected  in  the  chart.  What  you 
can  see  is  that  over  the  last  20  years,  with  the  exception  of  only 
4  years,  on  a  per  enrollee  basis,  Medicaid  costs  have  grown  less 
quickly  than  those  of  private  insurance. 

What  you  can  also  see  is  over  the  budget  period  going  forward, 
both  HCFA,  whose  numbers  are  reflected  in  that  chart,  and  CBO 
project  that  Medicaid  will  grow  at  a  rate  equal  to  or  below  that  of 
the  costs  of  private  health  insurance  on  a  per  enrollee  basis.  What 
is  also  clear  from  the  chart  is  that  during  the  years  between  1989 
and  1992  some  very  unusual  things  happened,  which  in  the  history 
of  the  program  are  quite  an  anomaly,  but  which  appear  to  domi- 
nate the  discussion  of  the  Medicaid  Program  that  is  now  going  on. 

In  large  part  because  of  actions  taken  by  this  committee  and 
other  leaders  in  the  Congress,  some  of  the  causes  of  the  very  rapid 
increases  in  costs  for  the  Medicaid  Program  during  that  brief  pe- 
riod were  addressed  in  legislation  in  1991  and  again  in  1993.  Since 
the  implementation  of  that  legislation,  we  have  returned  to  the  his- 
torically low  per  capita  growth  rates  within  the  Medicaid  Program. 

Today  Medicaid  is  the  primary  source  of  coverage  for  a  wide  vari- 
ety of  Americans  with  very  diverse  health  care  needs,  from  low  in- 
come women  and  children  to  senior  citizens  to  the  severely  dis- 
abled. Generally,  Medicaid  acute  care  coverage  mirrors  the  em- 
ployer-based coverage  available  to  most  Americans,  but  Medicaid  is 
also  the  primary  source  of  financing  for  long-term  care. 

If  you  look  at  the  second  chart,  one  with  which  I  am  sure  you 
are  all  familiar,  you  will  see  that  the  27  percent  of  Medicaid  bene- 
ficiaries who  are  elderly  and  disabled  account  for  slightly  more 
than  two-thirds  of  program  spending.  Of  that  69  percent  of  Medic- 
aid Program  spending  accounted  for  by  the  elderly  and  disabled, 
fully  half  is  for  nursing  home  care.  Without  Federal  Medicaid  fund- 
ing, care  for  many  of  these  individuals  would  be  the  sole  respon- 
sibility of  States,  of  local  communities  and  of  their  families. 

Medicaid  is  an  important  safety  net  in  another  way.  As  chart  3 
shows,  one  of  the  things  that  occurred  between  1989  and  1994  is 
that  very  rapid  decreases  in  the  proportion  of  the  working  popu- 
lation receiving  health  insurance  through  employment  were  coun- 
teracted to  a  considerable  extent  by  the  growth  in  Medicaid  enroll- 
ment. This  was  not  changed  by  the  Congress  and  we  do  not  believe 
it  should  be  changed. 

That  is  to  say,  7  percent  of  American  families  lost  employer- 
based  coverage  in  the  aggregate  during  that  period,  but  there  was 
a  growth  in  Medicaid  coverage.  As  a  result,  the  total  number  of  un- 
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insured  people  in  the  United  States  increased  much  less  rapidly 
than  it  otherwise  would  have,  providing,  particularly  for  children, 
the  safety  net  when  private  health  insurance  disappeared.  The 
Federal  Government  has  provided  substantial  assistance  to  the 
States  in  developing  new  paths  in  the  Medicaid  Program. 

We  are  proud  of  innovations  throughout  the  history  of  the  pro- 
gram including,  most  recently,  new  Federal  quality  assurance 
guidelines  for  Medicaid  managed  care,  efforts  to  define  outcome 
measures  in  Medicaid  managed  care,  development  of  best  practice 
guidelines  for  the  States  on  a  number  of  important  aspects  of  pro- 
gram management,  and  the  remarkably  successful  implementation 
of  the  National  Drug  Rebate  Program.  The  latter  program  has  held 
per  person  prescription  drug  expenditures  in  the  Medicaid  Program 
to  1988  levels. 

Since  1993,  as  a  result  of  the  personal  commitment  of  the  Presi- 
dent, this  administration  has  taken  additional  steps  to  build  upon 
our  history  of  partnership  with  the  States.  We  are  already  working 
with  a  number  of  States  to  test  new,  broad-based  approaches  to 
health  financing  and  delivery  through  use  of  our  demonstration  au- 
thority, which  has  been  in  the  law  for  almost  30  years. 

To  date,  we  have  approved  10  statewide  health  reform  dem- 
onstrations, and  we  are  actively  reviewing  a  number  of  additional 
proposals.  In  these  demonstrations.  States  will  experiment  with  in- 
novative financing  and  delivery  systems. 

Florida's  system  works  through  a  health  alliance  system,  which 
will  provide  private  health  coverage  for  low  income  and  uninsured 
Floridians.  Hawaii  has  achieved  insurance  coverage  for  more  than 
95  percent  of  its  population  through  a  combination  of  Medicaid  ex- 
pansion and  employer-based  coverage. 

I  want  to  emphasize  as  well  that  while  we  have  used  the  waiver 
authority  to  encourage  a  range  of  innovation  in  the  delivery  of 
health  services  to  low  income  and  previously  uninsured  persons,  at 
no  point  have  we  waived  eligibility  in  a  way  that  would  cause  any 
group  with  existing  coverage  to  lose  eligibility.  We  have  not  per- 
mitted increases  in  copayments  for  low  income  beneficiaries  under 
any  of  these  waivers.  We  have  not  waived  any  of  our  quality  assur- 
ance requirements  for  managed  care.  We  have  not  waived,  despite 
the  request  from  several  States  that  we  do  so,  the  basic  Federal 
matching  percentage,  which  is  the  share  of  program  costs  that 
must  be  borne  by  States  and  by  the  Federal  Government. 

We  are  also  continuing  our  efforts  to  control  the  growth  in  pro- 
gram spending.  The  substantial  program  growth  of  the  late  1980's 
and  early  1990's  had  several  causes.  Perhaps  the  most  notable 
cause  was  States'  use  of  provider  taxes,  voluntary  donations  and 
disproportionate  share  hospital  payments  to  leverage  increased 
Federal  matching  dollars.  Because  of  our  work  and  the  Congress' 
efforts,  the  rate  of  increase  in  those  activities  has  been  slowed  to 
essentially  no  growth. 

Today  we  project  that  year-to-year  growth  in  Medicaid  benefits 
will  average  slightly  over  9  percent  according  to  our  baseline, 
slightlv  over  10  percent  according  to  the  CBO  baseline,  through 
2000,  but  I  would  emphasize  that  much  of  that  increase  is  driven 
by  growth  in  enrollment — the  number  of  persons  eligible  for  cov- 
erage. 
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We  believe  that  the  best  strategy  for  improving  our  partnership 
with  the  States  in  the  operation  of  Medicaid  is  to  pursue  changes 
that  give  States  additional  program  flexibility  and  additional  cost 
control  mechanisms  while  protecting  beneficiaries. 

As  you  know,  the  President  recently  suggested  a  number  of  ideas 
for  enhancing  the  partnership  and  controlling  Medicaid  costs.  We 
believe  these  represent  the  right  approach  to  improving  Medicaid. 

The  President's  proposal  seeks  $54  billion  in  Medicaid  Program 
savings  over  7  years.  I  want  to  emphasize,  in  light  of  some  of  the 
previous  discussions,  that  while  we  don't  want  to  talk  about  spe- 
cific proposals  until  we  are  engaged  in  a  more  direct  dialog  with 
the  Congress,  we  are  talking  about  $54  billion  in  savings  whether 
one  uses  0MB  scoring  or  CBO  scoring. 

We  want  to  work  with  you,  and  with  the  Governors,  to  determine 
how  best  to  achieve  these  savings.  We  are  committed  to  significant 
changes. 

For  example,  we  are  committed  to  giving  States  more  flexibility 
to  develop  and  implement  managed  care  plans  and  more  flexibility 
to  develop  and  implement  home  and  community-based  services  for 
the  elderly  and  the  disabled.  We  also  want  to  find  new  strategies 
for  guaranteeing  access  to  high  quality  health  services  that  work 
better  than  the  current  ones. 

Beyond  increasing  State  flexibility,  we  also  know  that  Medicaid 
cost-containment  must  be  insisted  on.  However,  our  bottom  line 
concern  is  that  Medicaid  enrollees  not  lose  coverage.  That  is  why 
the  President  has  proposed  per  capita  limits  on  Federal  Medicaid 
spending.  Under  per  capita  limits,  Medicaid  enrollment  can  con- 
tinue to  expand  and  contract  with  economic  conditions  and  individ- 
ual needs. 

States  will  be  able  to  manage  within  these  limits  with  enhanced 
flexibility,  while  beneficiaries  will  retain  health  care  coverage.  In 
contrast,  we  believe  that  a  block  grant  would  damage  the  basic 
safety  net  protection  of  coverage  while  harming  States'  bene- 
ficiaries and  providers. 

There  is  no  way  to  finance  $187  billion  over  7  years  from  effi- 
ciencies alone.  Neither  wholesale  use  of  managed  care,  nor  any 
other  programmatic  change  will  provide  sufficient  savings  to  main- 
tain current  coverage  levels. 

Mr.  BILIRAKIS.  Please  summarize. 

Mr.  Vladeck.  Let  me  conclude  by  saying  that  we  do  believe 
there  are  fundamental  differences  between  the  President's  plan 
and  the  House  budget  resolution.  They  revolve  around  how  one 
protects  Medicaid  enrollees. 

We  are  committed  to  maintaining  and  building  upon  Medicaid 
success  in  order  to  better  able  to  serve  our  beneficiaries,  and  we 
look  forward  to  working  with  you  to  make  the  needed  changes  that 
will  enable  the  States  to  improve  Medicaid  while  maintaining  cov- 
erage to  serve  all  Americans. 

Thank  you. 

[The  prepared  statement  and  attachments  of  Bruce  C.  Vladeck 
follow:] 
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Prepared  Statement  of  Bruce  C.  Vladeck,  Ph.D.,  Administrator,  Health  Care 
Financing  Administration 

Mr.  Chairman  and  Members  of  the  Committee:  I  welcome  the  opportunity  to  be 
here  this  morning  to  discuss  the  history,  accompHshments  and  future  direction  of 
the  Medicaid  program.  This  administration  has  been  working  to  strengthen  Medic- 
aid's inherent  partnership  between  the  Federal  government  and  the  States.  We 
know  we  need  to  continue  building  on  this  partnership  to  make  necessary  improve- 
ments to  the  Medicaid  program. 

Introduction 

Medicaid  provides  health  coverage  for  36.1  million  Americans — children,  senior 
citizens,  individuals  with  disabilities  and  others — through  a  partnership  between 
the  Federal  government  and  the  States  which  provides  States  with  substantial  flexi- 
bility over  eligibility,  benefits  and  delivery  systems. 

Recently,  States  have  also  been  seeking  additional  flexibility  in  the  Medicaid  pro- 
gram. We  have  responded  by  using  our  demonstration  authority  to  enable  States  to 
pursue  a  number  of  innovative  approaches  to  covering  additional  populations  and 
redesigning  MedicEiid  delivery  systems.  Just  last  week,  the  President  also  proposed 
important  new  reforms  that  will  control  Medicaid  cost  increases  and  provide  States 
with  additional  programmatic  flexibility. 

Except  for  the  period  between  1989  and  1992,  the  Medicaid  program  has  grown 
less  rapidly  than  the  private  sector  on  a  per  capita  basis  (Chart  1).  The  unsustain- 
able growth  rates  during  this  time  were  caused  by  several  factors,  including  a  na- 
tional recession.  States'  use  of  statutory  loopholes  to  leverage  Federal  dollars,  and 
increased  provider  payments.  In  response,  the  Executive  Branch  worked  with  Con- 
gress and  the  States  to  bring  program  costs  under  control  while  maintaining  the 
Medicaid  program  as  an  important  source — often  the  only  source — of  coverage  for 
low-income  Americans .  Our  new  cost  containment  proposals  continue  this  commit- 
ment. 

Medicaid  is  a  Critical  Safety  Net 

Medicaid  is  the  primary  source  of  coverage  for  a  wide  variety  of  Americans  with 
diverse  health  care  needs.  It  covers  preventive  care  for  low  and  moderate-income 
pregnant  women  and  children  and  long  term  care  for  low-income  senior  citizens.  It 
also  provides  a  variety  of  rehabilitative  and  adaptive  services  for  persons  with  dis- 
abilities, chronic  care  for  individuals  with  special  needs,  and  supplemental  coverage 
for  low-income  Medicare  beneficiaries. 

Generally,  Medicaid  acute-care  coverage  mirrors  the  employer-based  coverage 
available  to  most  Americans,  but  Medicaid  also  provides  long  term  care  benefits  for 
senior  citizens  and  individuals  with  disabilities  that  are  rarely  available  or  afford- 
able through  other  sources.  Because  Medicaid  covers  these  services,  the  program  ul- 
timately helps  a  large  number  of  working  American  families  care  for  their  chron- 
ically ill  family  members.  For  example,  61  percent  of  all  nursing  home  residents  rely 
on  Medicaid  to  help  pay  for  their  care.  Many  beneficiaries  have  complex  health 
needs  or  need  long  term  care  and  therefore  are  very  expensive  to  care  for.  In  1993, 
spending  on  all  services  for  elderly  and  disabled  individuals  constituted  approxi- 
mately 70  percent  of  all  Medicaid  spending,  excluding  pajrments  to  disproportionate 
share  hospitals  (DSH).  Approximately  half  of  these  dollars  were  spent  on  long  term 
care  in  nursing  homes.  Without  Federal  Medicaid  funding,  many  of  these  individ- 
uals— the  elderly,  chronically  ill,  disabled  and  mentally  ill — would  be  the  sole  re- 
sponsibility of  States,  local  communities  and  their  families.  The  remaining  thirty 
percent  of  Medicaid  spending  is  dedicated  to  care  for  low-income  adults  and  children 
who  use  primarily  hospital  and  physician  services  (Chart  2). 

Americans  who  qualify  for  Medicaid  are  assured  of  financing  for  their  essential 
health  services.  While  eligibility  varies  from  State  to  State,  certain  national  stand- 
ards apply  to  all  States — notably  coverage  for  low-income  pregnant  women  and  chil- 
dren, and  the  low-income  elderly  and  disabled.  States  provide  the  full  range  of  serv- 
ices to  beneficiaries,  from  childhood  immunizations  to  nursing  home  care.  Within 
these  parameters,  Medicaid  has  had  substantial  success  serving  diverse  low-income 
populations.  For  example,  Medicaid  coverage  improves  continuity  of  prenatal  care 
for  low-income  pregnant  women  and  increases  disabled  children  s  access  to  physi- 
cians. 

Over  the  past  few  years,  employer-based  coverage  has  declined  while  Medicaid 
coverage  has  expanded.  For  example,  while  employer  coverage  fell  from  66  to  59 
percent  of  individuals  under  age  65  between  1989  and  1994,  Medicaid  coverage  grew 
from  9  to  14  percent  for  the  same  population  (Chart  3).  Medicaid  provides  a  safety 
net  for  some  individuals  and  families  who  would  otherwise  be  uninsured  and  picks 
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up  costs  that  do  not  disappear  from  the  health  system  just  because  an  individual 
loses  private  health  insurance. 

Medicaid's  Management  Successes 

HCFA  and  the  States  have  worked  together  to  develop  an  efficient  program.  Our 
low  Federal  and  State  administrative  costs — 3.7  percent  of  total  program  spending 
in  1993 — are  an  example  of  our  success  in  minimizing  administrative  burden.  As  a 
result,  we  can  target  program  dollars  towards  beneficiaries  and  their  health  needs. 
In  addition,  the  Medicaid  program  has  pioneered  a  number  of  innovations  that  en- 
hance program  efficiency,  expand  access  to  services,  improve  quality  of  care,  and 
create  new  delivery  mechanisms  that  better  serve  beneficiaries. 

Using  the  flexibility  inherent  in  the  Medicaid  program.  States  have  developed  pro- 
grams that  target  their  unique  needs  and  have  pursued  a  wide  range  of  administra- 
tive and  programmatic  innovations.  HCFA  has  encouraged  and  supported  State  pro- 
gram improvements,  including: 

•  Replacing  institutionalized,  nursing  home  care  with  home  and  community-based 

services  for  disabled  and  elderly  beneficiaries,  thus  reducing  nursing  home  costs 
while  improving  quality  of  life  for  these  patients; 

•  Introducing  magnetic-stripe  cards  to  provide  immediate  access  to  eligibility  infor- 

mation, third  party  liability  and  electronic  claims  filing; 

•  Experimenting  with  new,  gatekeeper-oriented  forms  of  managed  care  to  maximize 

enrollee  choice  while  also  controlling  costs;  and 

•  Implementing  automated  drug  utilization  review  to  control  fraud  and  improve  the 

quality  of  pharmacy  services. 
The  Federal  government  continues  working  to  provide  substantial  assistance  to 
the  States  and  forge  new  paths  for  the  Medicaid  program.  Some  notable  examples 
include: 

•  Developing  innovative  Federal  quality  assurance  guidelines  for  Medicaid  managed 

care  organizations; 

•  Spearheading  the  effort  to  define  outcomes  measures  for  Medicaid  enrollees  to 

provide  greater  assurance  that  managed  care  enrollees  receive  high  quality 
health  services; 

•  Developing  "best  practices  guidelines"  for  the  States  on  significant  program  inno- 

vations, such  as:  primary  care  case  management  programs;  Early,  Periodic 
Screening,  Diagnosis  and  Treatment  (EPSDT)  implementation;  and  quality-as- 
surance in  community-based  programs; 

•  Implementing  a  national  drug  rebate  program — thus  holding  per  person  drug  ex- 

penditures to  1988  levels  and  providing  States  with  day-to-day  technical  assist- 
ance to  simplify  rebate  requests; 

•  Strengthening  our  waiver  approval  process  and  developing  streamlined  waiver  ap- 

plications— these  improvements  have  eased  State  efforts  to  expand  managed 
care  enrollment,  which  now  includes  over  23  percent  of  all  Medicaid  bene- 
ficiaries; and 

•  Developing  quality  standards  to  protect  seniors  and  others  in  nursing  homes. 
Many  of  these  Federal  efforts  focus  on  ensuring  Medicaid's  fiscal  integrity,  pro- 
tecting beneficiaries  and  ensuring  that  public  dollars  are  well  spent  on  high  quality 
services,  all  within  the  broader  context  of  providing  substantial  support  to  State 
programs. 

Since  1993,  this  Administration  has  taken  remarkable  steps  to  build  upon  HCFA's 
history  of  partnership  with  the  States.  We  are  working  with  a  number  of  States  to 
test  new,  broad-based  approaches  to  health  financing  and  delivery  through  State- 
wide health  reform  demonstrations  under  Section  1115  of  the  Social  Security  Act. 
This  authority  gives  the  Secretary  broad  latitude  to  permit  demonstrations  that  fur- 
ther the  goals  of  the  Medicaid  program.  Through  these  programs.  States  may  test 
the  effectiveness  and  efficiency  of  their  own  ideas.  Historically,  States  had  sought 
demonstration  authority  to  test  relatively  narrow  changes,  such  as  changes  to  the 
Medicaid  benefit  package,  pajonent  methodologies  or  eligibility  requirements  for  a 
defined  group  of  beneficiaries  or  services.  Since  1993,  States  have  begun  to  develop 
broad,  Statewide  reform  programs  under  this  demonstration  authority. 

To  date,  this  Administration  has  approved  ten  Statewide  health  reform  dem- 
onstrations, and  we  are  considering  several  additional  proposals.  These  States  will 
experiment  with  innovative  financing  and  delivery  systems  on  a  broad  scale.  For  ex- 
ample, Florida  intends  to  develop  a  revolutionary  health  alliance  system  that  will 
broker  private  health  coverage  for  low-income  and  uninsured  Floridians  through  a 
community  purchasing  network,  while  Hawaii  has  achieved  insurance  coverage  for 
more  than  95  percent  of  its  population  through  a  combination  of  Medicaid  expan- 
sions and  an  employer  mandate. 
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We  continue  our  efforts  to  control  growth  in  program  spending.  The  substantial 
program  growth  of  the  late  1980s  and  early  1990s  was  largely  driven  by  States'  use 
of  provider  taxes,  voluntary  donations  and  disproportionate  share  hospital  (DSH) 
payments  to  leverage  Federal  matching  dollars.  Fortunately,  because  of  our  work 
and  Congress's  efforts — through  this  Committee  and  others — the  worst  abuses  have 
been  tempered. 

"Today,  we  project  that  year-to-year  expenditure  growth  in  the  Medicaid  program 
will  average  9.3  percent  through  2000.  Because  enrollment  growth  has  driven  much 
of  the  spending  increases  in  Medicaid,  our  per  capita  growth  rates  are  much  lower. 
We  estimate  mat  Medicaid's  annual  per  capita  growth  will  average  5.4  percent 
through  2000. 
Improving  the  Medicaid  Program 

As  you  know,  the  President  recently  suggested  a  number  of  ideas  for  enhancing 
the  Federal-State  partnership  and  controlling  Medicaid  costs.  I  believe  these  strate- 
gies represent  the  right  approach  to  improving  the  Medicaid  program. 

We  believe  the  best  strategy  for  improving  the  Federal-State  Medicaid  partner- 
ship is  to  pursue  changes  that  protect  beneficiaries  vet  give  States  additional  pro- 
gram flexibility  and  cost-control  mechanisms.  We  believe  that  this  can  best  be 
achieved  within  the  current  Federal-State  partnership.  The  Medicaid  program  can 
and  does  provide  flexibility  for  States,  but  the  program's  structure  also  ensures  an 
important  degree  of  continuity  across  States.  This  continuity  is  particularly  impor- 
tant in  program  eligibility — low-income  senior  citizens,  individuals  with  disabilities 
and  children  are  Medicaid-eligible  in  every  State.  Under  the  current  Federal-state 
relationship.  States  also  draw  on  Federal  expertise,  bujdng-power  and  technical  as- 
sistance to  achieve  program  goals. 

The  President's  proposal  seeks  $54  billion  in  Medicaid  program  savings  over  seven 
years.  We  want  to  work  with  this  Committee  and  the  Governors  to  determine  how 
we  can  best  achieve  these  savings.  We  are  interested  in  significant  changes.  For  ex- 
ample, we  want  to  give  States  more  flexibility  to  pvirsue  certain  widely  used  man- 
aged care  models  by  replacing  current  waiver  requirements  with  new  statutory  au- 
thority that  would  make  these  types  of  Medicaid  managed  care  models  a  program 
option. 

We  are  also  interested  in  building  upon  our  work  with  the  National  Governors' 
Association  (NGA).  For  example,  we  worked  with  the  NGA  to  encourage  States  to 
expand  their  home  and  community-based  services  programs.  We  believe  that  State 
flexibility  in  these  programs  could  be  enhanced  further.  Finally,  we  are  evaluating 
new  strategies  for  guaranteeing  access  to  high-quality  services  that  are  more  refined 
than  the  current  Boren  Amendment  and  other  provider  payment  requirements. 

Beyond  increasing  State  flexibility,  we  know  that  Medicaid  cost-containment  must 
be  continued.  However,  we  do  not  want  to  do  this  in  a  way  that  risks  Medicaid  en- 
rollees  losing  coverage.  Instead,  the  President  has  proposed  per  capita  limits  on  Fed- 
eral Medicaid  spending,  which  will  provide  an  additional  incentive  for  States  to  con- 
trol program  spending  but  will  not  force  them  to  restrict  Medicaid  eligibility.  Under 
per  capita  spending  limits,  Medicaid  enrollment  can  continue  to  expand  and  con- 
tract with  economic  conditions  and  individual  needs.  With  enhanced  flexibility. 
States  will  be  able  to  manage  within  these  limits,  while  Medicaid  beneficiaries — in- 
cluding senior  citizens,  disabled  people  and  children — will  retain  their  health  care 
coverage. 

Comparison  to  Other  Proposals 

We  believe  the  House  budget  proposal  would  damage  this  critical  safety-net  pro- 
gram and  harm  the  States,  beneficiaries  and  providers.  These  impacts  would  be 
driven  by  the  dimensions  of  the  spending  cut,  its  likely  influence  on  State  spending, 
and  projected  cuts  in  Medicaid  enrollment. 

The  magnitude  of  the  House  spending  cut — $187  billion  over  seven  years — is  too 
big  to  absorb  through  efficiencies  alone.  Simply  limiting  overall  Federal  matching 
payments  will  not  make  health-related  costs  disappear.  Neither  whole-scale  use  of 
managed  care  nor  any  other  programmatic  change  will  provide  sufficient  savings  to 
maintain  current  coverage  levels. 

In  addition,  enrollment  growth  would  absorb  most  of  the  lower  growth  rates  per- 
mitted under  the  House  proposal.  As  the  attached  chart  (Chart  4)  demonstrates, 
Medicaid  enrollment  growth  projections  edge  very  close  to  the  proposed  spending 
limits  on  block  grants.  As  you  know,  medical  inflation  influences  public  health  care 
spending  as  well  as  private  spending.  Inflation,  added  to  anticipated  enrollment 
^owth,  will  drive  projected  program  costs  well  beyond  the  spending  limits  envi- 
sioned under  the  House  proposal.  Given  the  many  fiscal,  legal  and  political  pres- 
sures at  work  on  States,  it  will  be  virtually  impossible  for  States  to  maintain  cov- 
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erage  of  essential  medical  services  for  current  Medicaid  beneficiaries  under  the 
block  grant  proposal. 

To  maintain  current  coverage  levels,  the  House  budget  proposal  would  force 
States  to  either  absorb  a  large  cost-shift  from  the  Federal  government,  causing  the 
proportion  of  State  to  Federal  dollars  invested  in  a  State's  Medicaid  program  to  in- 
crease as  States  are  forced  to  adjust  to  lost  Federal  matching  payments.  The  Urban 
Institute  concludes  that  if  States  chose  to  fill  the  gap.  States  would,  on  average, 
have  to  increase  their  spending  by  39  percent  to  make  up  for  the  loss  of  Federal 
funds.  However,  in  the  current  fiscal  climate,  few  States  may  be  able  to  devote  new 
State  dollars  to  their  Medicaid  program. 

There  are  fundamental  differences  between  the  President's  plan  and  the  House 
budget  resolution.  We  rely  on  per  capita  limits  to  allow  for  changes  in  enrollment, 
while  the  House  proposal  is  based  on  an  aggregate  cap  and  therefore  does  not  pro- 
vide room  for  enrollment  growth.  In  addition,  we  believe  that  the  States  and  Con- 
gress can  realize  meaningful  savings  and  additional  flexibility  without  resorting  to 
a  block  grant. 

Conclusion 

The  Medicaid  program  has  a  substantial  history  of  success — together,  the  Federal 
government  and  the  States  have  provided  an  essential  safety  net  for  children,  sen- 
iors, nursing  home  residents,  the  disabled,  and  other  vulnerable  Americans. 

We  are  committed  to  maintaining  and  building  upon  Medicaid's  successes  in  order 
to  better  serve  our  beneficiaries.  We  believe  this  can  best  be  achieved  by  making 
the  changes  that  we  know  will  help  both  the  Federal  government  and  the  States 
control  costs  and  maintain  coverage  for  the  Americans  we  serve  today. 
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Mr.  BiLlRAKiS.  I  thank  you  for  your  statement  and  I  apologize  for 
having  to  cut  you  off. 

Like  many  members  of  the  administration,  you  respond  to  our 
proposals,  which  are  certainly  not  definite  as  yet,  to  improve  the 
Medicaid  Program  by  describing  its  importance  as  a  safety  net  and 
there  is  no  argument  in  terms  of  its  importance  as  a  safety  net. 
Certainly  that  is  not  being  questioned. 

I  think  it  is  important  that  we  patch  up  its  gaping  holes  and 
there  are  gaping  holes  in  the  program.  You  have  mentioned  two  or 
three  improvements  that  you  feel  need  to  take  place. 

I  just  wonder  if  you  can  maybe  expand  upon  that.  Were  it  not 
for  the  fact  that  the  current  Congress  is  contemplating  making  this 
change  toward  a  block  grant,  et  cetera,  how  far  along  would  we  say 
that  HCFA  and  the  administration  would  be  in  terms  of  these 
changes  that  you  have  just  mentioned  to  us? 

Mr,,  Vladeck.  Mr.  Chairman,  as  you  know,  when  we  proposed 
health  care  legislation  last  year  it  included  substantially  more  radi- 
cal changes  in  the  Medicaid  Program.  It  absorbed  Medicaid  into  a 
system  of  private  health  insurance  for  all  Americans.  The  particu- 
lar changes  the  President  has  proposed  are  the  result  of  our  discus- 
sions with  the  National  Governors'  Association,  with  provider 
groups,  and  consumer  groups  which  have  been  going  on  for  more 
than  2  years.  In  a  couple  of  instances  have  been  just  waiting  for 
the  appropriate  legislative  vehicles  to  propose  these  changes,  and 
this  year's  budgetary  process  appears  to  give  that  opportunity. 

Mr.  BiLlRAKlS.  This  clock  has  gone  haywire,  so  we  will  try  to 
keep  track  as  well  as  we  can  by  our  watches. 

You  mentioned  your  work  with  the  Nation's  Governors,  Mr. 
Vladeck,  and  in  the  time  that  I  assume  you  have  spent  with  them, 
I  am  sure  you  have  heard  their  concerns  about  the  overbearing  na- 
ture of  HCFA.  Many  testified  to  that  effect  here,  and  I  am  sure  you 
have  heard  it  in  your  work  with  them,  and  the  huge  burdens  im- 
posed on  States  by  the  Medicaid  Program. 

I  am  not  sure  where  you  were  at  the  time,  but  one  Governor  of- 
fered I  think  the  most  pointed  assessment  of  the  program  you  ad- 
minister when  he  said  December  8,  1990,  in  testimony  before  the 
House  Government  Operations  Committee,  "Medicaid  used  to  be  a 
program  with  a  lot  of  options  and  few  mandates.  Now  it  is  just  the 
opposite."  And  of  course  that  Governor,  as  I  am  sure  you  realize, 
was  Bill  Clinton. 

How  would  you  respond  to  him  and  the  countless  other  Gov- 
ernors who  are  crying  for  relief? 

Mr.  Vladeck.  More  than  half  of  all  Medicaid  expenditures  are 
for  optional  services,  services  that  States  are  not  required  to  cover 
under  the  Medicaid  Program.  Without  getting  into  a  long  argument 
about  all  the  aspects  of  the  relationships  between  the  Federal  Gov- 
ernment and  the  State  government  in  Medicaid  or  any  other  pro- 
gram, I  think  that  single  fact  probably  best  exemplifies  how  much 
latitude  and  discretion  the  States  still  have  in  how  they  operate 
their  programs. 

Some  States  spend  three  times  as  much  per  beneficiary  as  other 
States.  That  suggests  to  me  that  States  have  a  lot  of  latitude  in 
the  services  they  cover  and  how  they  reimburse  providers  under 
the  current  program. 
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Mr.  BiLiRAKlS.  I  am  not  sure  that  you  have  responded  to  my 
question.  And  I  don't  mean  to  put  you  on  a  spot.  So  let  me  get  off 
of  that. 

I  forget  which  pile  is  which  here.  You  stated  that  HCFA  and  the 
States  have  worked  together  to  develop  an  efficient  program.  I  find 
that  difficult  to  believe. 

If  you  take  a  look  at  the  wheelbarrow  on  your  left,  it,  along  with 
the  pile  sitting  next  to  it,  is  filled  with  a  State  plan  for  just  one 
State,  as  I  understand  the  State  of  Wisconsin.  How  can  you  de- 
scribe the  Medicaid  Program  as  efficient  or  well-administered  when 
we  have  that  kind  of  paperwork  that  sets  out  one  States's  plan 
under  the  current  Medicaid  Program? 

Mr.  Vladeck.  Mr.  Chairman,  we  are  talking  about  a  program  in- 
volving the  expenditure  of  something  on  the  order  of  $85  Federal 
billion  and  total  expenditures  on  the  order  of  $150  billion.  I  can't 
speak  to  the  specifics  of  the  Wisconsin  budget,  but  the  fact  is  if  you 
called  me  before  an  oversight  hearing  to  check  the  care  with  which 
we  were  expending  Federal  funds  and  I  was  not  able  to  provide 
documentation  about  some  of  the  basic  ways  in  which  the  money 
was  spent,  I  think  we  would  be  appropriately  subject  to  very  severe 
criticism. 

In  fact,  total  administrative  costs  in  the  Medicaid  Program,  Fed- 
eral and  State  components  together,  are  less  than  5  percent  of  total 
program  Federal  expenditures.  That  compares  favorably  with  the 
administrative  overhead  of  any  insurance  program  in  the  world  ex- 
cept Medicare,  which  is  still  substantially  below  that. 

We  are  operating  this  entire  health  insurance  program,  which  is 
very  complicated  because  of  all  the  populations  it  covers,  for  less 
than  5  cents  in  administrative  costs  on  the  dollar.  I  think  that  com- 
pares favorably  with  any  other  health  insurance  program  in  the 
world. 

Mr.  BiLlRAKlS.  Mr.  Administrator,  the  point  here  is  that  we  have 
limited  dollars.  I  notice  your  chart  and  it  is  a  good  chart  and  I 
haven't  had  the  opportunity  to  analyze  it,  to  question  it.  I  certainly 
don't  question  it  or  your  testimony. 

But  you  know,  the  waiver,  the  1115,  we  have  talked  about  this 
before,  and  you  have  stated  that  you  are  developing  or  have  devel- 
oped— I  am  not  sure  which — a  streamlined  waiver  application.  I 
would  like  to  call  your  attention  to  the  pile  on  your  right  there, 
which  is  a  waiver  application  required  of  one  State,  Illinois. 

Is  this  huge  pile  of  paper  what  you  would  describe  streamlined? 
Why  does  it  take  something  like  that 

Mr.  Vladeck.  I  don't  believe  that  is  just  their  application.  It  con- 
tains additional  correspondence.  That  is  because  the  original  Illi- 
nois application  was  unacceptable  to  us  and  we  told  the  State  it 
was  unacceptable.  Because  the  State  of  Illinois  has  a  long  history 
of  serious  managerial  problems  in  their  Medicaid  Program,  we  in- 
sisted these  be  addressed  before  we  would  approve  any  waiver.  A 
large  part  of  the  paper  represents  our  work  with  the  State,  both 
to  revise  their  program  in  a  way  that  would  make  it  approvable 
and  to  give  the  State  the  opportunity  to  give  us  assurances  that 
some  of  the  very  significant  deficiencies  they  have  historically  had 
in  the  management  of  their  program  would  be  addressed  before  the 
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waiver  was  implemented  or  during  the  implementation  of  the  waiv- 
er. 

Mr.  BiLiRAKis.  My  time  is  up,  but  I  want  to  make  a  brief  state- 
ment here. 

We  in  this  ivory  tower  of  Washington,  DC  and/or  Baltimore  and 
other  areas  around  the  country  feel  that  we  are  the  only  ones  with 
a  heart  and  with  caring  to  determine  what  should  be  done  and  how 
poor  people  should  be  taken  care  of  as  far  as  medical  care  and 
other  areas  are  concerned.  I  would  suggest  to  you  that  I  think  that 
the  States  care  every  bit  as  much,  if  not  more,  and  they  are  a  lot 
closer  to  the  people  than  we  are  in  terms  of  knowing  what  their 
needs  may  be. 

With  that,  I  would  recognize  Mr.  Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  as  you  know,  the  House  Republican  budget  would 
take  $187  billion  in  Federal  Medicaid  matching  funds  away  from 
the  States  over  the  next  7  years  in  order  to  cut  the  deficit  and  pay 
for  tax  cuts  that  primarily  benefit  the  wealthy.  My  colleagues  on 
the  other  side  of  the  aisle  argue  that  they  are  not  cutting  Medicaid, 
they  are  increasing  Federal  Medicaid  spending. 

What  is  your  view?  Do  you  expect  to  see  an  expansion  in  health 
care  coverage  of  Americans  as  a  result  of  this  4  percent  or  5  per- 
cent increase  each  year? 

Mr.  Vladeck,  There  was  a  chart  with  my  written  statement  that 
I  didn't  have  the  opportunity  to  address  in  my  oral  statement  that 
I  would  call  your  attention  to.  This  chart  looks  at  the  projected 
growth,  using  CBO  projections  I  might  add,  on  Medicaid  over  the 
next  of  the  7  years.  It  is  broken  down  by  the  proportion  that  is  ac- 
counted for  by  growth  in  the  number  of  enrollees,  the  proportion 
accounted  for  by  increases  in  inflation  and  the  economy  as  a  whole, 
and  the  proportion  accounted  for  by  excess  medical  price  inflation. 

What  you  see  is  that  under  the  House  budget  resolution,  only  in 
1996  would  there  be  sufficient  funds  to  the  States  to  account  for 
enrollment  growth  plus  inflation  in  the  economy  as  a  whole,  not  to 
mention  the  additional  costs  of  medical  costs.  Over  time,  just  to 
keep  up  with  inflation,  States  would  have  to  cut  into  eligibility  and 
enrollment  in  order  to  stay  solvent  under  block  grants  or  appro- 
priate considerable  new  State  funds. 

Mr.  Waxman.  So  as  I  look  at  that  chart,  we  can  expect  a  certain 
population  growth  in  the  program,  I  guess  that  is  because  of  the 
elderly  population,  more  kids,  more  people  under  the  poverty  level, 
and  that  estimate  is  around  4  percent  in  2  years,  then  drops  to  3 
and  then  2  percent. 

So  if  we  want  to  keep  the  program  as  it  is  now  and  cover  eligible 
people,  we  would  only  go  up  to  the  blue  level.  But  that  just  in- 
cludes the  increase  in  the  number  of  people  that  we  now  include 
in  the  program,  in  the  same  eligibility  status.  There  is  also  an  in- 
crease because  of  inflation.  It  indicates  that  with  the  increase  in  in- 
flation, this  increase  in  the  block  grant  wouldn't  be  sufficient  to 
meet  that.  Then  of  course  we  know  there  is  a  higher  increase  in 
medical  inflation  than  just  inflation  in  the  rest  of  the  economy. 

We  would  be  nowhere  near  that,  especially  as  we  look  at  the 
years  starting  in  1997,  1998,  1999  and  thereafter. 


31 

Mr.  Vladeck.  That  is  correct.  The  numbers  do  not  permit  you  to 
keep  the  program  intact  and  keep  the  same  number  of  people  cov- 
ered, given  inflation. 

Mr,  Waxman.  So  the  States,  that  are  closer  to  the  people,  will  de- 
cide which  ones  will  go  without  care  any  longer? 

Mr.  Vladeck.  Either  that  or  they  will  have  to  raise  their  taxes. 

Mr.  Waxman.  There  has  been  a  great  deal  of  criticism  of  so- 
called  Federal  mandates  which  are  blamed  by  some  Republican 
Governors  and  others  as  a  major  cause  of  Medicaid  costs,  yet  as 
you  know  less  than  half,  about  43  percent  of  all  Federal  Medicaid 
dollars  are  spent  on  mandatory  services  for  mandatory  Medicaid 
populations.  The  rest  of  the  Federal  Medicaid  funds  are  spent  help- 
ing States  cover  optional  services  or  helping  them  extend  coverage 
to  optional  populations. 

As  you  also  know,  States  often  approach  you  and  your  agency 
seeking  additional  Federal  funds.  Nonetheless,  the  Republicans  are 
now  proposing  massive  reductions  in  Federal  Medicaid  funds  to  the 
States.  How  do  you  think  the  States  will  respond  to  the  loss  of 
$187  billion  in  Federal  Medicaid  matching  funds  over  the  next  7 
years? 

Can  they  absorb  these  losses  by  being  more  efficient  through  the 
greater  use  of  managed  care,  or  will  they  have  to  cut  back  on  cov- 
erage or  increase  their  taxes? 

Mr.  Vladeck.  The  baseline  that  we  and  CBO  use  to  estimate 
current  law  suggests  that  half  of  the  mothers  and  kids  in  Medicaid 
will  be  enrolled  in  managed  care  by  the  year  2000.  We  have  yet  to 
demonstrate  any  significant  savings  for  managed  care,  for  the  seri- 
ously disabled  population,  mentally  retarded  population.  And  a 
third  of  Medicaid  expenditures  are  for  nursing  home  care  where 
there  is  not  much  savings  to  be  gained  from  managed  care  at  all. 

States  have  always  had  the  incentive  because  of  the  matching 
dynamic  in  the  Medicaid  Program  to  run  their  programs  as  cost  ef- 
fectively as  possible.  Administrative  overhead  in  the  Medicaid  Pro- 
gram is  very  low.  Provider  payment  rates  on  average  are  very  low. 
It  is  hard  for  me  to  imagine  how  States  could  absorb  cuts  of  the 
magnitude  being  talked  about  without  significant  reductions  in  the 
number  of  people  who  are  covered. 

Mr.  Waxman.  One  last  question. 

You  have  been  criticized  for  these  1115  waivers  with  too  many 
strings  attached.  If  you  just  granted  all  the  1115  waivers,  no  re- 
strictions, would  any  of  them  have  come  in  and  been  able  to  handle 
their  programs  with  only  a  4  percent  increase? 

Mr.  Vladeck.  None  of  the  States  have  proposed  an  increase 
nearly  that  low.  No,  sir. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

Mr.  BiLiRAKis.  I  thank  the  gentleman. 

Mr.  Greenwood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

I  want  to  address  the  Medicaid  baseline  question  because  accord- 
ing to  our  staff,  your  testimony  is  still  measuring  our  Medicaid  pro- 
posal off  the  CBO  baseline  while  you  are  using  the  0MB  baseline 
to  claim  only  $54  billion  of  savings  for  the  President's  proposal.  I 
think  the  staff  is  passing  out  a  White  House  document  which  has 
the  official  scoring  of  the  President's  Medicaid  and  other  proposals. 
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If  you  go  to  the  last  page,  you  will  find  a  table  entitled  a  com- 
parison of  deficit  reduction  plans.  This  table  purports  to  compare 
the  House,  Senate  and  President's  proposal  relative  to  the  0MB 
baseline.  I  am  told  that  it  is  not  accurate.  The  Medicaid  line  item 
is  actually  comparing  the  House  and  Senate  numbers  from  the 
CBO  baseline,  while  the  President's  plan  is  compared  with  a  much 
lower  0MB  baseline. 

Do  you  agree  with  that  assessment? 

Mr.  Vladeck.  Again,  we  have  looked  at  our  savings  options  both 
with  0MB  scoring  and  with  our  expectations  of  what  CBO  scoring 
might  be.  In  terms  of  reductions  from  the  baseline,  they  would  be 
similar  numbers  under  either  CBO  or  0MB  scoring,  we  believe,  al- 
though they  have  not  been  scored  by  CBO  yet. 

Mr.  Greenwood.  The  concern  that  we  have  is  that  if  you  are 
comparing  our  cuts  to  one  baseline  and  the  President's  cuts  to  an- 
other, even  though  your  projected  expenditures  aren't  that  different 
than  ours  in  the  first  several  years,  it  would  appear  that  you  are 
claiming  that  our  cuts  are  significantly  deeper  when  in  fact  they 
are  not. 

Mr.  Vladeck.  Our  estimates  are  that  the  House  budget  resolu- 
tion cuts  relative  to  the  CBO  baseline  represent  a  reduction  of 
about  19  percent  in  total  Medicaid  outlays  over  the  budget  period. 
Our  cuts  relative  to  our  baseline  represent  a  reduction  of  about  6 
percent  of  our  baseline  over  that  period. 

I  think  if  you  could  provide  a  reduction  of  6  percent  to  the  CBO 
baseline  and  get  a  number  that  is  slightly  more  than  $54  billion 
in  proposed  savings,  that  is  the  order  of  magnitude  we  are  talking 
about.  We  are  not  talking  about  cutting  anywhere  close  to  a  dou- 
ble-digit percentage  of  program  outlays  using  either  baseline. 

Mr.  Greenwood,  Let  me  turn  to  a  couple  different  lines  of  ques- 
tioning. We  have  had  some  discussion  about  what  the  impacts 
might  be  of  lower  rates  of  growth  in  block  granted  funding  from  the 
Feds  to  the  States.  Tennessee  brought  several  hundred  thousand 
people,  as  I  understand  it,  into  the  program.  Oregon  brought  in 
120,000  and  they  did  it  with  relatively  modest  increases  in  expend- 
itures. It  looks  to  us  like  the  other  48  States,  given  the  same  kind 
of  latitude,  would  be  able  to  achieve  the  same  kind  of  efficiencies. 
How  did  these  States  manage  to  do  that? 

Mr.  Vladeck.  I  don't  believe  so,  sir. 

I  can't  talk  in  that  much  detail  about  Oregon,  because  Oregon 
has  been  less  of  a  source  of  continuing  concern  to  us  than  Ten- 
nessee. Tennessee  began  with  a  very  high  base,  was  one  of  the 
States  that  was  most  aggressive  in  taking  advantage  of  provider 
taxes  and  disproportionate  share  payments,  and  had  a  particularly 
rapid  rate  of  increase  in  its  program  expenditures  between  1989 
and  1993. 

I  think  it  was  one  of  the  top  five  States  in  terms  of  growth  rates 
in  that  period,  which  permitted  them  to  have  a  base  from  which 
they  could  grow  more  slowly  while  expanding  coverage.  In  addition, 
the  new  administration  in  Tennessee  has  expressed  to  us  and  to 
others  a  concern  that  the  initial  year  of  TennCare  operation  was 
achieved  by  cuts  in  payments  to  providers  sufficiently  extreme  that 
they  are  going  to  have  to  appropriate  additional  State  funds  and 


33 

draw  down  additional  Federal  funds  in  order  to  keep  the  system  in- 
tact. 

They  have  stopped  enrolling  new  eligibles  in  TennCare.  The 
number  of  people  covered  by  TennCare  is  decreasing.  The  State 
doesn't  believe  there  are  adequate  funds  in  the  system  at  this  time 
to  maintain  the  TennCare  program.  So  there  doesn't  appear  to  be 
any  magic  there. 

Oregon  is  more  complicated.  I  think  the  leadership  in  Tennessee 
would  tell  you  that  they  need  to  make  very  significant  changes  in 
their  program  in  order  to  sustain  it. 

Mr.  Greenwood.  Mr.  Chairman,  do  I  have  time  remaining? 

Mr.  BiLlRAKlS.  We  have  to  ignore  the  red  light  today.  Something 
is  wrong  with  the  clock. 

Mr.  Greenwood.  Mr.  Vladeck,  you  have  commented  a  couple  of 
times  this  morning  that  a  significant  portion  of  the  Medicaid  dollar 
goes  to  long-term  care  for  the  elderly  and  the  disabled.  I  think  by 
implication  you  are  saying  there  are  limits  to  how  much  efficiency 
you  can  gain  because  we  don't  have  much  experience  to  show  that 
managed  care  has  much  of  an  impact  on  long-term  care.  I  think 
that  omits  from  the  discussion  other  strategies  that  can  be  applied 
to  long-term  care,  other  than  managed  care,  to  reduce  their  costs. 

Somewhere  in  your  testimony  you  talked  about  States  where  it 
has  worked.  HCFA  has  worked  with  States  on  innovative  ways  to 
keep  people  in  their  homes,  with  less  intense  forms  of  long-term 
care.  We  shouldn't  ignore  the  fact  that  we  can,  in  fact,  save  signifi- 
cant dollars  in  long-term  care,  or  that  the  States  may  be  able  to 
achieve  significant  savings  given  the  latitude  to  do  so.  Isn't  that 
right? 

Mr.  Vladeck.  States  can  significantly  improve  the  quality  of 
long-term  care  and  significantly  improve  patient  and  family  satis- 
faction. We  have  not  demonstrated  significant  savings  from  moving 
long-term  care  to  home  and  community-based  services. 

Mr.  BiLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Dingell. 

Mr.  Dingell.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  I  listened  with  interest  to  your  discussion  on  the  Il- 
linois management  problems.  I  would  ask  unanimous  consent  at 
this  time,  Mr.  Chairman,  to  include  in  the  record  a  stack  of  news 
articles  dealing  with  this  problem.  These  demonstrate  that  Illinois 
perhaps  has  serious  management  problems  in  its  handling  of  Med- 
icaid and  it  has  a  very  large  bureaucracy.  I  think  it  would  be  useful 
for  us  to  have  that  in  the  record. 

Mr.  BILIRAKIS.  Without  objection. 

[The  news  articles  begin  on  p.  226.] 

Mr.  Dingell.  Mr.  Vladeck,  last  week  Governor  Chiles  testified  in 
extenso  before  this  subcommittee.  He  said  that  Florida  would  be 
penalized  by  the  Medicaid  block  grant.  He  told  us  Florida  has  the 
highest  percentage  of  elderly  in  the  Nation  and  more  than  one-fifth 
of  its  non-elderly  are  uninsured. 

It  has  the  second  highest  poverty  rate  among  large  States.  Its 
population  is  growing  rapidly  due  to  influx  of  migrants  from  other 
States  and  countries.  Under  the  Republican  block  grant  program, 
the  amount  of  Medicaid  funds  is  not  only  cut  drastically  at  the  out- 
set, but  fixed. 
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The  cuts  appear  to  make  all  States  losers.  The  fixed  amount  ap- 
pears to  put  all  States  into  a  zero  fund  game.  If  Florida  wishes  to 
avoid  being  a  huge  loser,  other  States  have  to  become  bigger  losers. 

Do  you  have  any  guess  as  to  who  will  be  among  the  biggest  los- 
ers? And  could  you  give  us,  after  your  comments,  could  you  append 
to  your  statement  and  submit  to  us  a  list  of  the  impact  on  the  sev- 
eral States  of  the  different  proposals  which  are  before  us? 

Mr.  Vladeck.  I  would  be  happy  to. 

I  think  Florida  is  by  the  analyses  that  a  number  of  people  have 
done,  the  biggest  loser  from  a  block  grant.  Among  the  other  States 
that  we  believe  have  been  projected  to  be  significant  losers  would 
be,  let  me  try  to  find  that  list,  if  I  may. 

Mr.  DiNGELL.  Mr.  Chairman,  I  believe  my  time  has  expired. 

Mr.  BiLlRAKlS.  It  has  not.  The  clock  is  haywire,  so  I  am  keeping 
track  by  watch. 

Mr.  Vladeck.  Based  on  the  estimates  of  the  Kaiser  Commission 
on  the  future  of  Medicaid,  the  States  that  would  lose  the  most 
under  a  block  grant  would  be  Arkansas,  Florida,  Georgia,  Ken- 
tucky, North  Carolina,  Oklahoma  and  Oregon.  That  is  in  alphabet- 
ical order  among  the  biggest  losers. 

Mr.  DiNGELL.  You  will  submit  that  information  to  us. 

I  am  interested  in  wide  variations  in  Medicaid  spending  amongst 
the  several  States.  For  example,  will  you  explain  the  difference  in 
spending  in  the  high  growth  States  versus  the  low  growth  States? 

According  to  an  Urban  Institute  study,  the  fifth  year  after  the 
imposition  of  an  aggregate  cap.  States  will  lose  an  average  of  21.1 
percent  of  their  Federal  funds.  Variations  amongst  the  several 
States  would  be  considerable. 

Alabama  would  lose  14.2  percent  of  its  Federal  funds.  Florida, 
Georgia,  Montana,  North  Carolina  and  West  Virginia  would  lose 
more  than  26  percent. 

Could  you  first  submit  information  as  to  how  these  would  impact 
the  several  States  for  inclusion  in  the  record  at  a  later  time?  And 
could  you  explain  the  variations  and  discuss  options  which  provide 
for  a  more  equitable  distribution  among  the  several  States? 

Mr.  Vladeck.  There  are  several  components  to  those  differential 
growth  rates.  The  most  important  is  probably  overall  population 
growth.  The  States  you  listed  are  among  the  fastest  growing  States 
in  population. 

Related  to  that,  and  perhaps  most  directly  tied  to  Medicaid  out- 
lays, is  the  rate  of  growth  in  the  low  income  population,  which  is 
most  directly  associated  with  growth  in  Medicaid  enrollment.  Also 
important  is  what  is  happening  in  the  private  insurance  market 
and  what  is  happening  in  the  employment  market. 

In  those  States  where  employment  growth  is  largely  in  service 
industries  or  in  other  forms  of  employment  with  relatively  limited 
health  insurance  coverage,  you  do  get  sort  of  an  additional  effect 
in  terms  of  Medicaid  enrollment  because  private  health  insurance 
is  not  keeping  pace  with  the  number  of  low  income  working  fami- 
lies in  those  States. 

Mr.  DiNGELL.  It  appears  that  we  have  a  major  problem  then  with 
the  formula  impacting  States  in  ways  that  we  cannot  foretell.  Some 
States  will  be  losers,  some  States  will  be  bigger  losers  than  others. 
Let's  direct  our  attention  to  what  would  be  a  proper  block  grant 
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distributional  formula,  how  would  such  be  derived,  what  factors 
should  be  considered?  Could  you  give  us  some  hypothetical  case  ex- 
amples of  how  such  a  formula  might  work  and  what  problems 
might  be  created  or  solved? 

Mr.  Vladeck.  The  GAO  has  studied  this  issue  over  the  years  in 
great  detail  and  they  are  probably  more  competent  to  comment  in 
detail  than  I  am.  But  let  me  point  out,  for  example,  that  the  cur- 
rent formula  is  driven  almost  entirely  by  per  capita  income 
unadjusted  for  differentials  in  cost  of  living  from  one  State  to  an- 
other. 

Those  States  in  the  Northeast  have  always  felt  that  the  formula, 
therefore,  discriminated  against  States  where  the  cost  of  living  and 
per  capita  incomes  were  high  because  there  were  a  lot  of  com- 
fortably off  people,  but  there  are  a  large  number  of  low-income  peo- 
ple as  well. 

Similarly  as  you  look  at  patterns  of  Medicaid  expenditures,  you 
need  to  look  not  only  at  the  number  of  low  income  people,  but  at 
historical  patterns  of  health  care  costs  and  historical  patterns  in 
access  to  service.  You  must  also  look  at  incidents  of  certain  dis- 
eases and  certain  kinds  of  health  problems  which  are  not  uniformly 
distributed  across  the  country  but  which  strike  particularly  in 
some  States  with  very  significant  implications  for  Medicaid. 

Mr.  DiNGELL,  Mr.  Chairman,  I  thank  you. 

I  have  asked  for  several  pieces  of  information  from  Mr.  Vladeck. 
I  ask  unanimous  consent  the  record  be  kept  open  for  that  purpose 
and  ask  unanimous  consent  that  I  be  permitted  to  ask  him  certain 
other  questions  for  the  record  and  that  the  record  be  kept  open  for 
that  purpose. 

Mr.  BiLlRAKlS.  Without  objection. 

[The  information  follows:] 
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List  of  States  and  impact  of  the  block  grant  on  them. 

We  have  not  done  an  analysis  of  the  House  block  grant  proposal  to 
determine  State-by-State  impact.  However,  the  attached  material, 
prepared  for  the  Kaiser  Commission  on  the  Future  of  Medicaid,  gives 
impact  estimates  in  terms  of  Federal  Medicaid  expenditures  (Table 
5)  and  covered  Medicaid  beneficiaries  (Table  10) , 


Tables 

Projected  Changes  in  Federal  Medicaid  Expenditures.  1996-2002 

House  Proposal 


1996-20aS 


Baseline 

New 

Baseline 

New 

Expend. 

Change     %Change 

Expend. 

Oiartge    %Chan9e 

Total 

954.338 

779.966 

(174.372) 

-18.3% 

176.931 

125.177 

(51.754) 

-29.3% 

Alabama 

13.823 

12.050 

(1.773) 

-12.8% 

2...8S 

1,934 

(551) 

-22.2% 

Alaska 

2.001 

1.567 

(434) 

■21.7% 

373 

251 

(122) 

-32.7% 

Arizona 

12.903 

10.197 

(2,705) 

-21.0% 

2.436 

1.637 

(800) 

-32.8% 

Arkansas 

11.061 

8,608 

(2,473) 

-22J% 

2.084 

1,382 

(703) 

-33.7% 

Catfomia 

95.663 

77.376 

(18.287) 

-19.1% 

17,955 

1i418 

(5,537) 

-30.8% 

Colorado 

8.163 

6.488 

(1.675) 

-20,5% 

1.521 

1,041 

(480) 

-31.6% 

1^990 

11.529 

(1,461) 

-115% 

2.345 

1.850 

(495) 

-21.1% 

DelainwfB 

1.728 

1.392 

(335) 

-19.4% 

323 

223 

(100) 

-30  J%" 

Oisirictof  Columbia 

4.511 

3.636 

(875) 

-19.4% 

846 

584 

(262) 

-31.0% 

Fkxlda 

40.720 

30.827 

(9.793) 

-24.0% 

7,691 

4,963 

(2,728) 

-35.5% 

Georgia 

26.050 

19.892 

(6,158) 

-23.6% 

4,900 

3.192 

(1.706) 

-34.8% 

Hawaa 

2.732 

2.153 

(579) 

-21,2% 

506 

345 

(163) 

-32.0% 

klaho 

2.933 

?,383 

(550) 

-18.7% 

545 

382 

(162) 

-29.8% 

Illinois 

33.242 

27.034 

(6^09) 

-18.7% 

6.207 

4,339 

(1,868) 

-30.1% 

Indana 

23.100 

18.770 

(4,331) 

-18.7% 

4,317 

3.012 

(1,304) 

-30,2% 

lows 

7.807 

6.551 

(1,256) 

-16.1% 

1.440 

1,051 

(389) 

-27.0% 

Kansas 

5.962 

5.281 

(681) 

-11.4% 

1.079 

848 

(232) 

-21.5% 

Kentucky 

18.353 

14,477 

(3,876) 

-21.1% 

3.455 

^323 

(1.132) 

-32.8% 

Louisiana 

33.991 

28.745 

(5^46) 

-15.4% 

6.147 

4.613 

(1.533) 

-24.9% 

Maine 

5.999 

5J06 

(693) 

-11.5% 

1.092 

852 

(240) 

-22.0% 

Maryland 

13.478 

10,740 

(2.738) 

-20.3% 

2,532 

1,724 

(808) 

-31.9% 

Massacnuseos 

25.516 

21.156 

(4.361) 

-17.1% 

4.717 

3,395 

(1.321) 

-28.0% 

MictHgan 

32,153 

26,131 

(6,022) 

-18.7% 

5,992 

4.194 

(1.798) 

-30.0% 

Mirmesota 

14.665 

12,489 

(2.175) 

-14.8% 

2,701 

2.004 

(696) 

-25.8% 

Misstssipp* 

1i640 

10.150 

(2,490) 

-19.7% 

2.342 

1.629 

(713) 

-30.4% 

Missouri 

14.871 

13.591 

(1,280) 

-8.6% 

2,625 

2.181 

(444) 

-16.9% 

Montana 

3.409 

2.635 

(774) 

-22.7% 

636 

423 

(213) 

-33.5% 

Nebraska 

4.448 

3.707 

(740) 

-16.6% 

822 

595 

(227) 

-27.6% 

Nevada 

2.899 

2J7S 

(524) 

-18.1% 

540 

381 

(158) 

-29.4% 

New  Hampshire 

3.728 

3,665 

(63) 

-1.7% 

631 

588 

(43) 

-6.8% 

New  Jersey 

28.038 

24^57 

(3.781) 

-13.5% 

5.100 

3.893 

(1.207) 

-23.7% 

NewMexioo 

6.066 

4.699 

(1J67) 

-22.5% 

1,147 

754 

(393) 

-34.3% 

New  York 

119.527 

100.273 

(19^54^ 

-16.1% 

22,034 

16.093 

(5.941) 

-27.0% 

Nortti  Carolina 

29.014 

22.177 

(6,837) 

-23.6% 

5,406 

3,559 

(1.847) 

-34J2% 

North  Dakota 

2.491 

2.102 

(389) 

-15.6% 

457 

337 

(120) 

-26.2% 

Ohio 

40.586 

33J88 

(7,198) 

-17.7% 

7,506 

5J58 

(2.149) 

-28.6% 

OMahonu 

11,074 

8.795 

(2^79) 

-20.6% 

2,060 

1,412 

(649) 

-315% 

Oregon 

8,884 

7.023 

(1,861) 

-20.9% 

1.649 

1,127 

(521) 

-31.6% 

Per¥tsy(vania 

38,448 

32.219 

(6^29) 

-16.2% 

7.102 

5.171 

(1.931) 

■27.2% 

Rhode  Island 

5,465 

4,589 

(877) 

-16.0% 

1.0O4 

736 

(267) 

-26.6% 

South  Carolirw 

1S2S2 

12.928 

(2J24) 

-15.2% 

2.756 

2.075 

(682) 

-24.7% 

South  Dakota 

fata 

1.978 

(402) 

-16.9% 

442 

317 

(124) 

-28.1% 

Tennessee 

24.576 

19.423 

(5.154) 

-21.0% 

4.587 

3,117 

(1,470) 

-32.0% 

Texas 

61,167 

49.868 

(11^99) 

-18.5% 

11.358 

8,003 

(3.355) 

-295% 

inah 

5.128 

4.079 

(1.048) 

-20.4% 

960 

655 

(306) 

-31.8% 

1.962 

1.6S9 

(323) 

-16.3% 

366 

266 

(100) 

-27  J% 

13.022 

10.146 

(2.877) 

-22.1% 

2.434 

1,628 

(806) 

-33.1% 

Washington 

18.203 

14,436 

(3.766) 

-20.7% 

3.381 

2J17 

(1.064) 

-31.5% 

West  Virginia 

13.723 

10.366 

(3JS5) 

-24.4% 

2.591 

1,664 

(927) 

-35.8% 

Wooonsin 

16.484 

13.536 

(2.948) 

-17.9% 

3,066 

2.172 

(894) 

-295% 

1.269 

1.021 

(248) 

-19.6% 

236 

164 

(72) 

-30.6% 
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TabtelO 

Projected  Changes  In  Covered  Medicaid  Beneficiaries,  2002 

Houa*  Proposal 

Expenditure  per  Beneficiary  Growth  HeM  to  Inflation  Beginning  1996 


Reduction  By  Group 


Sute 

Baseline 

WHhC^ 

%  Change 

Aged 

Disabled 

Families 

Total 

Total 

45.663.533 

41.664.532 

-8.8% 

(429.317) 

(633.926) 

(2.665.337) 

(3.999.001) 

Alabama 

737.918 

718.269 

■2.7% 

(2371) 

(4.892) 

(12.387) 

09.649) 

Alaska 

97.306 

84.887 

-12.8% 

(644) 

(1.073) 

(10.703) 

(12.419) 

Arizona 

568^56 

517.836 

-«.9% 

rVa* 

n/a- 

n/a- 

(50.420) 

AiXansas 

514.584 

443.848 

-13.7% 

(9.358) 

(16.878) 

(44.500) 

(70.736) 

CaMomia 

6325,073 

6.065.244 

-7.0% 

(37.702) 

(57,866) 

(3X361) 

(459.829) 

Cokwado 

422.676 

367.802 

-13.0% 

(6.027) 

(9.453) 

(39393) 

(54.874) 

Connecticut 

453.199 

428,582 

-5.4% 

(2,482) 

(4.101) 

(18,034) 

(24317) 

Oetawam 

96,028 

86,628 

-11.6% 

(769) 

(1.696) 

(8,935) 

(11,400)  ■ 

District  o(  Columbia 

142,580 

138,302 

-3.0% 

(317) 

(927) 

(3.034) 

(4378) 

Florida 

2.796X2 

2,364,553 

-15.4% 

(48382) 

(58,085) 

(325,623) 

(431.989) 

Georgia 

1,519,989 

1,286,142 

-15.4% 

(25.147) 

(39,047) 

(169.652) 

(233.847) 

Hawai 

161,525 

141.499 

-12.4% 

(1.870) 

(3,056) 

(15.100) 

(20.026) 

Idaho 

150.705 

131365 

-12.5% 

(1.690) 

(3,059) 

(14.091) 

(18,840) 

iMnois 

1.737.408 

1.(>55.208 

-4.7% 

(6.606) 

(16,756) 

(58,839) 

(82300) 

Indtana 

704X1 

670.184 

-4.9% 

(3.647) 

(5,392) 

(25,718) 

(34.757) 

Iowa 

380,793 

352,122 

-7.5% 

(3.583) 

(4313) 

(20375) 

(28,672) 

Kansas 

315X9 

311.602 

-1.2% 

(432) 

(595) 

(2,831) 

(3,857) 

Kentucky 

856.1  X 

774.368 

-9.6% 

(8.445) 

(20.594) 

(52,726) 

(81.766) 

Louisiana 

1.081.591 

1.047.452 

-3.2% 

(3.671) 

(5.925) 

(24,543) 

(34.139) 

Maine 

227.286 

217.913 

-♦.1% 

(1.166) 

(1.954) 

(6352) 

(9372) 

MaiylanC 

591 .6X 

537.991 

-9.1% 

(4.896) 

(10387) 

(38.480) 

(53.663) 

Massachusetts 

1.054,057 

954.720 

-9.4% 

(11.397),- 

(20,644) 

(67395) 

(99.337) 

Michigan 

1.432.950 

1.377.S71 

-3.8% 

(3.904) 

(10.862) 

(40312) 

(54.978) 

Minnesata 

531.194 

501.472 

-5.6% 

(3,837) 

(4.111) 

(21.774) 

(29,722) 

Mississippi 

706,300 

639.426 

-9.5% 

(8.621) 

(14300) 

(44.053) 

(66,874) 

Missouri 

822.420 

822.420 

0.0% 

- 

- 

Montana 

111.338 

95.620 

-14.1% 

(1.744) 

(3368) 

(10.705) 

(15.717) 

Nebraska 

217.171 

199.028 

-6.4% 

(iOX) 

(2.421) 

(13.668) 

(18.143) 

Nevada 

132,513 

120.451 

-9.1% 

(1.335) 

(1,912) 

(8315) 

(12.062) 

New  Hampshire 

10e.2X 

108.264 

0.0% 

- 

New  Jersey 

1.062.880 

1.036X2 

-43% 

(4395) 

(8.145) 

(34.098) 

(46.537) 

New  Mexico 

3S5.6X 

311.338 

-12.5% 

(4.414) 

(9,423) 

(30309) 

(44.346) 

NewYortc 

3.576.932 

3.316,209 

-7.3% 

(26.837) 

(40374) 

(193313) 

(260.723) 

North  Carolina 

1.575^19 

1,266,474 

•19.6% 

(53.723) 

(43351) 

(211.672) 

(308.745) 

NorthDc_j 

n8.124 

79,836 

-9.4% 

(V2S5) 

(1.091) 

(5.942) 

(8388) 

Oi-Mj 

1.854.988 

1.767,711 

-4.7% 

(9.628) 

(14.961) 

(62,688) 

(87376) 

Oklahoma 

549.455 

480,442 

-12.6% 

(7.773) 

(9.074) 

(52,165) 

(69312) 

497.541 

428362 

-13.8% 

(5.1X) 

(8318) 

(54.597) 

(68,679) 

1.612,660 

1.475322 

-83% 

(14.066) 

(29.989) 

(93384) 

(137338) 

Rhode  Island 

261.101 

237.519 

-9.0% 

(3.621) 

(5,149) 

(14.812) 

(23382) 

South  Carolina 

75^963 

683.043 

-9.3% 

(10.012) 

(11,634) 

(48374) 

(69,820) 

South  Dakota 

96,529 

87323 

-9.0% 

(1.039) 

(1338) 

(6.129) 

(8.706) 

Tennessee 

1,285375 

1.150.639 

-9.1% 

(12.970) 

(28.461) 

(73304) 

(114.736) 

Texas 

3X5,644 

3^31X3 

-8.9% 

(30353) 

(31335) 

(25^412) 

(314301) 

Utah 

226.308 

195.778 

-13.5% 

(1.843) 

(3,585) 

(25.101) 

(30330) 

Vennont 

107.648 

99.037 

-8.0% 

(1.030) 

(1301) 

(6.081) 

(8.612) 

929.016 

783326 

-15.6% 

(19.914) 

(22390) 

(102.786) 

(145.089) 

Washington 

886.075 

795352 

-10i% 

(6.418) 

(14,620) 

(69.687) 

(90.724) 

West  Virginia 

548.958 

463.005 

-15.7% 

(8.145) 

(16.079) 

(61.728) 

(85.952) 

Wisoorttin 

582.023 

552.179 

-5.1% 

(4.080) 

(7330) 

(18.434) 

(29.844) 

Wyomir>g 

68.467 

60.592 

-11.5% 

(539) 

(912) 

(6.423) 

(7.874) 

'AfOonM  <i*a  not  m/miabte  by  anmimani  gKK^. 


Source:  The  Urt>an  Institute  Medicaid  Expenditure  Growth  Model.  1995 
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Mr.  BiLlRAKis.  Mr.  Hastert. 

Mr.  Hastert.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  I  was  late  coming  here  but  I  understood  that  the 
stack  of  paper  to  your  immediate  right  was  the  application  for  the 
State  of  Illinois.  I  also  heard,  secondhandedly  of  course,  that  you 
said  that  hasn't  been  approved  because  of  the  poor  administration 
of  the  Medicaid  system  in  the  State  of  Illinois. 

I  have  been  involved  in  working  on  that  application.  I  know  it 
has  been  over  a  year  that  that  application  has  been  worked  on  and 
every  time  that  we  make  an  inquiry  to  your  organization,  we  get 
stonewalled  on  it. 

I  would  like  to  keep  the  record  open  also,  because  there  are  a  lot 
of  replies  to  the  articles  that  I  am  sure  that  the  former  chairman 
is  going  to  submit.  But  there  is  no  excuse  for  asking  for  that  much 
paper,  for  putting  States  to  that  much  problem  and  then 
stonewalling  them. 

I  don't  understand  where  you  guys  are  coming  from.  I  wouldn't 
suggest  that  what  you  are  doing  is  a  partisan  stonewall,  but  you 
have  made  it  very  difficult  for  anybody  to  improve  the  system  with- 
in a  State. 

Mr.  Vladeck.  Sir,  I  would,  relative  to  your  non-suggestion  that 
there  was  partisan  stonewalling,  look  at  the  experience  of  all  the 
States  that  have  had  approved  waivers  from  us,  including  other 
States  in  the  Midwest  and  the  amount  of  time  that  it  took  us  to 
process  and  approve  their  waivers. 

There  is  no  question  that  Illinois  has  been  particularly  problem- 
atic in  a  number  of  regards,  and  there  is  also  no  question  that  we 
are  continuing  to  work  on  it.  We  are  in  regular  communication 
with  the  State. 

The  State  policy,  as  reflected  in  the  State  budget,  has  changed 
in  the  course  of  our  discussions  with  the  State  in  a  way  that  may 
have  important  implications  for  the  waiver  and  for  the  proposal. 
We  have  told  the  State  on  several  occasions  that  there  were  two 
options  in  effect;  we  could  turn  the  proposal  down  or  continue 
working  with  it  until  we  could  in  good  conscience,  approve.  That 
is  part  of  the  reason  the  process  has  gone  on  so  long. 

Mr.  Hastert.  I  happened  to  be  on  the  outskirts  of  that  negotia- 
tion. I  have  watched  that  process  take  place.  I  have  a  great  interest 
in  it.  The  fact  that  this  thing  has  been  going  on  over  a  year,  that 
other  States  have  gotten  their  applications  done  much  more  quickly 
than  Illinois  and  every  time  we  come  up  with  an  answer  you  come 
up  with  a  counter-question — I  find  that  inexcusable. 

You  may  poke  and  make  fun  of  a  State  or  talk  about  the  prob- 
lems, but  I  think  the  problems  come  back  home,  sir.  I  think  there 
are  problems  inherent  in  your  organization  and  what  you  are 
doing.  The  State  tries  to  streamline  and  improve  its  operations  and 
it  doesn't  get  any  cooperation  from  the  Federal  side  of  it;  there  is 
a  real  problem  there. 
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Mr.  Vladeck.  I  would  just  ask  you  to  look  at  our  discussions 
with  Illinois  in  the  context  of  our  discussions  with  lots  of  other 
States. 

Mr.  Hastert.  Well,  I  think  you  will  not  hear  the  end  of  this  here. 

Mr.  Vladeck.  I  am  sure  I  won't. 

Mr.  Hastert.  I  would  like  to  see  for  the  record  the  compilation 
of  messages  back  and  forth  and  what  that  exchange  of  information 
has  been.  I  think  we  will  probably  double  that  stack  because  of  the 
bureaucracy  that  you  have  created.  I  will  relinquish  my  time. 

[The  information  follows:] 
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Office  of  tr>e  Assisiani  Secretary 
DEPAHTMENTOF  HEALTH  b  HUMAN  SERVICES  'or  Legislation 

Washinglon.  DC    20201 


IP  6  IS" 


The  Honorable  J.  Dennis  Hastert 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Representative  Hastert: 

On  June  21,  Bruce  C.  Vladeck,  Administrator,  Health  Care 
Financing  Administration  testified  before  the  Commerce, 
Subcommittee  on  Health  and  .he  Invirunment.   During  the  hearing 
you  requested  a  compilation  of  exchanges  between  HCFA  and  the 
state  of  Illinois  regarding  the  Illinois  Medicaid  waiver.   The 
information  that  you  requested  has  been  attached. 

I  apologize  for  the  delay.   If  you  have  any  questions  please  call 
Sharon  M.  Clarkin  at  690-7450. 

Sincerely, 

Karen  L.  Pollitz 
Deputy  Assistant  Secretary 
for  Legislation  (Health) 


Compilation  of  messages  [bade  and  forth  between  HCFA  and  Illinois 
on  the  subject  of  Illinois  Medicaid  waiver]  and  what  that  exchange 
of  information  has  been. 


Proposal 

Questions  to  State: 

programmatic  (39) 

financial  (50) 
Response  from  the  State 
Draft  Terms  and  Conditions: 
Correspondences  to  the  State: 
Correspondences  from  the  State: 
Sub  Total 

RFP  (Not  Required) 
Total 

Changes  from  the  original  proposal  were  significant  as 
reflected  in  the  extent  of  the  State's  response  to  our 
questions  and  subsequent  correspondence.  For  example,  the 
eligibility  and  service  expansion  planned  in  the  original 
submission  was  withdrawn  and  the  entire  recipient  education 
process  was  modified,  he  State's  Medicaid  program  has  changed 
significantly  since  its  waiver  application  was  submitted. 

Much  of  the  State's  correspondence  contains  detailed  financial 
information,  required  of  all  States  making  demonstration 
waiver  applications  to  determine  the  budget  neutrality  of  the 
demonstration  program.  This  information  was  missing  from  the 
original  proposal  and  was  especially  needed  because  of  the 
number  and  complexity  of  the  services  proposed  in  Illinois' 
MediPlan  Plus  and  the  State's  history  of  late  payments. 


ges 

documents 

178 

1 

89 

1 

163 

2 

78 

3 

93 

12 

171 

20 

772 

39 

129 

1 

901 

40 
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A  Brief  Waiver  Biacory 
^Q"<v/2r  •re^u€&^   /  As  of  May  31,  1995 

July  25,  1994       P. A.  88-554  signed  Into  law. 

August  17  Draft  vaiver  released  for  public  review  per  ?.A.  38-554 

(212  copies  distributed  to  interested  persor.s). 

August  22  First  draft  of  proposed  rules  released. 

September  1         First  draft  of  amended  rules  released. 

September  12        Governor  Edgar  submits  waiver  to  Secretary  Slialaia. 

September  19        HCFA  sends  letter  to  IDPA  advising  that  HCFA  =ay  not 
accept  the  pace  of  our  implementation  plans. 

September  28        HCFA  sends  letter  to  IDPA  to  request  that  i;PA  cease 

sending  clients  information  regarding  medical  changes  and 
not  begin  the  MCE  RFP  process  prior  to  receiving  waiver 
approval . 

October  Humana  HMO  begins  marketing  to  AFDC  clients. 

October  5  Working  version  of  MCE  RFP  (including  draft  aodel 

contract)  Is  released. 

October  14         Second  draft  of  proposed  and  amended  rules  released. 

October  18         Key  IDPA  staff  and  consultants  meet  with  HCFA,  other  tfflS, 
0MB,  In  Washington. 

November  29         HCFA  sends  letter  to  IDPA  listing  six  key  issues: 

implementation  timeline,  eligibili-y  sxpar.s-.:-,  budget 
neutrality,  recipient  education  program,  ;;r.t ;.-iuity  ;f 
care  and  systems  development. 

November  30         IDPA  sends  letter  to  HCFA  rebutting  HCFA's  position  that 
the  State  must  significantly  expand  the  covered  populatioi 
to  obtain  an  1115  waiver. 

December  2  Full  text  of  HCFA  questions  on  the  waiver  received. 

December  2         Third  draft  of  proposed  and  amended  rules  released. 

December  20        Answers  to  sections  I-VII!  and  X-XI  of  HCFA  questions 
submitted  to  Baltimore  and  Chicago  Regional  office. 

January  9,  1995     Answers  to  section  IX  submitted  to  HCFA. 

January  11  Key  IDPA  staff  and  consultants  travel  to  3i»:imore  Co  aeet 

with  HCFA,  other  KHS ,  0MB  to  discuss  HCFA's  initial  waiver 
review, 

January  30  IDPA  staff  conference  call  with  HCFA  on  budget  neutrality. 

February  3  IDPA  sends  letter  to  HCFA  responding  to  requests  made  by 

HCFA  during  January  30  conference  call. 
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February  7         IDPA  sends  second  letter  of  response  co  HCFA. 

February  10        Second  conference  call  on  budget  neutrality.  HCFA 

announces  Clinton  administraclon  sign-off  on  compromises 
discussed  January  11. 

February  2«         HCFA  sends  letter  infonalng  IDPA  of  six  focus  areas  for 
review  process  (budget  neutrality,  recipient  selection 
process,  quality  assurance,  delivery  system,  systems,  and 
administration/general),  Idencifiea  HCFA  staff  appointed 
Co  cask  team  for  each  focus  area,  and  requeaca  naffles  of 
IDPA  staff  for  each  task  team.  Task  teams  ire  to  be 
responsible  for  developing  a  monitoring  plan  and  timeline 
CO  ensure  successful  Implementation. 

March  8  IDPA  responds  to  HCFA'a  February  24,  1995  letter  providinf 

names  of  IDPA  staff  appointed  to  task  teams. 

Mar:li  10  Budget  neutrality  task  team  meats  by  conference  call, 

March  24  -  Present  Series  of  conference  calls  between  HCFA  and  IDPA  on  budget 
neutrality, 

March  27  HCFA  sends  letter  informing  IDPA  of  zsz^s   and  conditions 

for  vaiver  approval.   Terms  and  coraitions  :;r  FQHCs  a:iQ 
default  assignments  vere  not  included, 

April  3  -  12        Meetings  between  various  state  agencies,  the  3ureau  of  t.'it 
Budget  and  Che  Sovernor's  Office  to  discuss  carve  out  of 
services. 

April  -  Present     Ongoing  development  of  systems  required  co  run  necessary 
data  to  calculate  budget  neucrallty. 

April  13  IDPA  met  with  representatives  of  children's  hospitals  on 

carve  out  of  children  with  chronic  conditions. 

April  14  Mailing  sent  to  re-poll  expert  pediatric  panel  on 

diagnoses  as  result  of  April  13  meeting. 

April  14  Fourth  draft  of  proposed  and  amended  rules  released. 

April  19  Interagency  meeting  to  discuss  budget  neutrality. 

April  26  Draft  EMCP  Physician  materials  circulated  internally  and 

to  ISMS  for  comment. 

April  28  IDPA  sends  HCFA  draft  response  co  terms  and  csndltlons  :o- 

discussion  purposes. 

Hay  1  Draft  HFP  for  Client  Education  Representatives  distribute-, 

for  review  and  comment  within  IDPA. 

May  2  IDPA  sends  HCFA  proposed  terms  and  condicions  for  budget 

neutrality. 

May  4  I3PA  sends  HCFA  a  report  proposing  certain  budget 

neutrality  numbers  be  used.  HCFA  agrees  co  exempt 
behavioral  health  services  from  budget  neutrality 
calculations,  and  to  use  FY  94  as  the  base  /ear  for 
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calculating  budget  neutrality.  HCFA  agrees  co  include 
Disproportionate  Share  payments  to  hospitals  In  budget 
neutrality  calculations. 

May  4  Meeting  with  various  medical,  comaiunlty  and  advocacy 

organizations  regarding  the  exclusion  of  certain 
children's  services  from  capitated  contracts. 

May  4  Expert  pediatric  panel  reconvened  to  finalize  children's 

carve  out  issues.   Group  1  diagnoses  were  finalized, 
decision  was  made  to  develop  specific  functional  indices 
for  specific  conditions,  and  IDPA  agreed  to  consider 
recognition  of  CPAACs  as  primary  care  providers. 

May  9  Draft  RFP  for  Referral  Authorllation  and  Support  System 

distributed  for  review  and  comment  within  IDPA. 

May  12  HCFA  agrees  to  carving  out  behavioral  health  services  fro: 

capitated  contracts.   HCFA  has  not  yet  decided  whether 
they  will  accept  carving  out  certain  children's  services, 
or  Early  Intervention  and  School  Based  serv*:ss. 

May  16  IDPA  met  with  ISMS  to  receive  comments  on  iraf:  EMCP 

Physician  materials. 

May  17  IDPA  begins  process  of  developing  the  Operational  Protoco 

required  by  the  terms  and  conditions. 


Substaatlal  changes  from  the  program  as  proposed  in  the  waiver  follow: 

1.  The  implementation  timeline  has  been  extended  considerably.  HCFA  has 
provided  IDPA  with  terms  and  conditions  tied  to  milestones.  The 
implementation  timeline  will  be  developed  by  the  task  teams  and  continued 
progresB  toward  implementation  will  be  contingent  on  achieving  milestones. 

2.  The  client  enrollment  process  «as  significantly  expanded  to  assure  each 
cliant  haa  a  minimum  of  three  and  one-half  months  within  which  to  make  a 
selection  be-fore  the  Department  chooses  for  her. 

3.  The  Department  changed  its  approach  to  implementing  the  carve-out  for 
chronic  and  acute  conditions  of  childhood.  Rather  than  carving  out 
services,  we  will  Identify  chronically  and  acutely  ill  children  whoaa  cart 
is  better  rendered  under  the  EMCP  option  than  through  a  .ICE. 

4.  The  Department  in  conjunction  with  DMHDD  adjusted  its  approach  to  the 
behavioral  health  carve  out  as  well.  Rather  than  carving  out  services  of 
psychiatrists,  services  to  treat  a  specified  set  of  mental  illness 
diagnoses  will  be  carved  out, 

5.  The  Department  committed  to  making  system  changes  to  permit  unique 
HediPlan  Plus  choices  for  each  member  of  a  case  rather  than  requiring  that 
every  member  of  a  case  be  enrolled  with  the  same  MCE  If  an  MCE  was  chosen 
for  any  member. 

6.  The  Department  wllF  drop  the  coverage  expansion  proposed  initially  in  the 
waiver. 
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Mr.  BILIRAKIS.  Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  my  concern  is  under  the  Republican  health  plan 
that  we  are  looking  at,  the  low  income  senior  citizens  seem  to  me 
to  be  headed  for  a  double  whammy. 

In  effect,  these  folks  would  get  less  help  from  Medicaid  with  their 
Medicare  bills  and  they  would  face  additional  coinsurances  and 
deductibles  and  the  like  under  Medicare.  Do  you  share  that  assess- 
ment? And  if  you  do,  maybe  you  could  give  us  further  analysis  of 
it. 

Mr.  Vladeck.  One  of  the  things  of  most  concern  to  us  about 
some  of  the  discussion  these  days  we  think  is  the  failure  to  recog- 
nize that  12  percent  of  Medicare  beneficiaries  are  Medicaid  bene- 
ficiaries simultaneously  because  they  are  low  income.  That  number 
is  lower  than  it  should  be  because  the  States  have  not  been  as  ag- 
gressive as  we  would  have  hoped  they  would  have  been  in  seeking 
to  enroll  low  income  Medicare  beneficiaries  to  Medicaid  benefits  to 
which  they  are  entitled. 

When  we  hear  complaints  from  the  States  about  Federal  man- 
dates, Federal  requirements,  they  are  frequently  referring  to  those 
that  involve  the  dual  eligibles,  folks  who  are  eligible  for  both  Medi- 
care and  Medicaid.  Based  on  the  requests  we  hear  from  the  States 
all  the  time  about  changes  they  would  like  to  make  in  the  Medicare 
program,  I  believe  that  supplemental  coverage  for  Medicaid  bene- 
ficiaries would  be  one  of  the  first  sets  of  Medicaid  benefits  that 
would  be  in  jeopardy  under  any  significant  cutting  in  Federal  sup- 
port for  Medicaid. 

Mr.  Wyden.  The  other  area  that  concerns  me  is  it  seems  that  the 
Republican  plan  would  really  clobber  the  innovator  States,  the 
States  that  are  on  the  cutting  edge,  and  the  reason  for  that,  as  I 
think  you  discussed  on  the  chart,  is  that  the  growth  rate  in  places, 
say,  like  Oregon  where  I  think  we  have  done  everything  right,  low 
per  capita  costs,  managed  care,  the  growth  rate  is  still  higher  than 
the  Republican  plan  would  allow,  despite  the  efficiencies. 

Mr.  Dingell  brought  out  that  this  is  a  zero  sum  game.  What  are 
you  going  to  be  able  to  say  to  the  innovator  States  when  they  want 
to  keep  going  and  you  are  faced  with  this  block  grant? 

Mr.  Vladeck.  We  don't  believe  that  any  of  the  currently  ap- 
proved State  demonstration  waivers  would  be  sustainable  under 
the  kinds  of  figures  being  discussed  certainly  in  the  out  years  of 
the  budget  proposal.  Not  one  of  them  has  a  proposed  growth  rate 
in  their  program  as  low  as  that  proposed  in  the  House  budget  reso- 
lution. 

Mr.  Wyden.  I  just  want  my  colleagues  to  note  this,  because  those 
innovator  plans  come  about  through  the  toil  on  a  bipartisan  basis 
at  the  State  level,  Democrats  and  Republicans  out  in  our  State,  tre- 
mendous Republican  support  for  it,  and  what  Mr.  Vladeck  has  said 
is  the  States  who  are  really  reinventing  the  program  which  we 
want  to  do  on  a  bipartisan  basis  are  going  to  be  waylaid.  I  think 
that  is  an  extraordinarily  important  assessment. 

The  last  question  is  your  assessment  of  the  role  of  managed  care 
in  terms  of  serving  the  poor  in  the  21st  Century.  I  would  like  to 
know  your  assessment  of  what  managed  care  is  likely  to  contrib- 
ute? 
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Mr.  Vladeck.  Well,  it  is  clear  that  under  the  best  of  cir- 
cumstances managed  care  for  low  income  populations,  particularly 
low  income  women  and  children,  offers  substantial  improvements 
in  access  to  care  of  very  high  quality  at  lower  cost  to  everyone. 

The  problem  has  been  historically  that  within  the  Medicaid  Pro- 
gram and  other  State  innovations,  we  have  had  lots  of  instances, 
some  within  the  last  number  of  months,  of  significant  abuses  of  one 
sort  or  another  under  Medicaid  managed  care  arrangements. 

So  our  obligation  working  with  the  Congress  is  to  see  that  the 
continued  expansion  of  Medicaid  managed  care  happens  in  such  a 
way  that  we  encourage  the  very  high  quality  efficient  plans  and 
keep  the  rip-off  artists  out  of  the  business.  I  think  we  are  making 
some  progress  in  that  regard,  but  I  think  even  recent  experience 
suggests  that  we  still  have  a  fair  amount  to  learn  about  how  to  do 
this  right. 

When  it  works  right,  it  is  clearly  a  win-win  situation  for  every- 
one. Unfortunately,  it  doesn't  always  work  right. 

Mr,  Wyden.  I  share  your  view  on  the  need  to  strengthen  quality 
standards  under  managed  care.  What  concerns  me,  though,  is  I 
want  to  make  sure  that  Democrats  don't  get  into  a  situation  where 
we  are  not  trying  to  build  on  what  I  think  is  a  very  promising  op- 
tion for  the  21st  Century,  because  sometimes  as  you  follow  this  de- 
bate we  are  seeing  a  role  reversal. 

Democrats  who  through  programs  like  Kaiser  in  our  area  really 
pioneered  a  lot  of  managed  care  now  seem  to  be  skeptics.  Some  of 
my  colleagues  on  the  other  side  I  think  have  been  wise  to  say  that 
there  is  a  lot  of  promise  in  managed  care  and  we  want  to  pursue 
this  with  you. 

I  yield  back,  Mr.  Chairman. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Mr.  Stearns. 

Mr.  Stearns.  Good  morning,  Mr.  Vladeck.  Let  me  see  if  I  can 
just  get  to  the  heart  of  the  problem.  Can  we  on  the  Federal  level 
change  the  formula  so  it  would  be  equitable  for  all  States? 

Mr.  Vladeck.  I  don't  believe  you  would  get  all  the  States  to 
agree  it  was  equitable;  no,  sir. 

Mr.  Stearns.  Instead  of  doing  it  on  the  basis  of  per  capita  in- 
come and  cost  of  living,  what  would  happen  if  we  did  it  on  the 
basis  of  a  formula  that  included  those  two  variables  and  also  the 
variables  that  would  come  from  increased  population,  decreased 
population,  the  fact  of  immigration,  both  legal  and  illegal,  the  fact 
that  a  myriad  of  formulas — couldn't  we  somehow  find  a  more  pref- 
erable formula,  or  do  you  think  it  is  a  hopeless  cause? 

Mr.  Vladeck.  Unless  you  added  new  dollars  to  the  system,  any 
formula  that  provided  additional  funds  to  States  that  now  believe 
they  are  underpaid  under  the  formula  would  take  them  away  from 
other  States  and  I  am  not  aware  of  any  State  that  thinks  the  cur- 
rent Medicaid  formula  is  giving  it  too  much  money  or  too  high  a 
percentage.  I  think  we  have  a  simple  arithmetical  problem:  holding 
total  outlays  constant,  if  you  give  more  to  somebody,  you  have  to 
take  it  away  from  somebody  else. 

Mr.  Stearns.  I  think  Mr.  Wyden's  point  is  good  about  allowing 
States  to  be  innovative.  I  think  where  Republicans  and  Democrats 
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disagree  is  if  the  innovation  means  more  government  involved,  that 
would  be  less  innovative. 

Referring  again  from  Mr.  Wyden  into  the  CBO  analysis,  in  his 
State  they  have  a  sentence  that  says,  a  State  analysis  suggests 
that  the  program  will  not  be  budget  neutral  without  the  cost  saving 
anticipated  from  an  employer  mandate  for  which  the  State  must 
obtain  a  congressional  action. 

I  am  not  singling  out  his  State.  The  State  of  Florida  has  the 
same  problem.  We  are  trying  to  come  up  with  an  innovative  ap- 
proach. 

You  are  saying  that  the  Federal  Government  cannot  solve  this 
problem  by  changing  the  formula.  So  if  we  block  grant  it  and  we 
cap  it  at  5  percent  for  Florida,  do  you  think  Florida  is  doomed 
then?  If  we  provide  1115  waiver  for  them  and  they  set  up  HMOs, 
can  you  present  to  us  a  positive  solution  here?  You  don't  seem  to 
have  a  positive  solution.  Is  there  any  positive  solution  if  we  block 
grant  Medicaid? 

Mr.  Vladeck.  If  we  block  grant  Medicaid,  then  it  is  up  to  the 
States. 

Certainly,  in  the  State  of  Florida,  if  we  block  grant  Medicaid 
with  growth  rates  of  4  and  5  percent  when  CPI  is  projected  to  grow 
3  and  4  percent  in  the  years  that  the  block  grant  is  growing  4  and 
5  percent,  Florida  could  not  sustain  its  current  program  and  could 
not  begin  to  finance  the  sorts  of  innovations  that  have  been  ap- 
proved by  us  as  part  of  the  1115  program.  There  would  not  be  close 
to  enough  money  in  the  first  year  and  by  the  fifth  year  there  would 
be  a  shortfall  of  literally  billions  of  dollars. 

Mr.  Stearns.  What  if  Florida  had  a  program  which  included 
more  people,  increased  the  people,  doesn't  that  mean  that  they  get 
more  money? 

Mr.  Vladeck.  If  Florida  were  to  raise  its  income  eligibility  stand- 
ard for  cash  assistance,  assuming  we  still  have  an  AFDC  program, 
they  would  be  able  to  cover  more  people,  and  under  the  President's 
proposal  the  cap  on  their  expenditures  would  grow  with  the  people; 
but  not  under  the  block  grant  as  it  has  been  talked  about  in  the 
budget  resolution,  no,  sir.  That  is  a  flat  block  grant  regardless  of 
population  change. 

Mr.  Stearns.  So  what  you  are  saying  is  if  we  block  grant  Medic- 
aid for  the  State  of  Florida,  Florida  will  suffer  and  you  don't  think 
Florida  will  be  able  to  support  through  innovative  approaches  to 
sustain  itself? 

Mr.  Vladeck.  We  have  worked  very  closely  with  Florida  for  2 
years  on  a  whole  set  of  innovative  approaches,  some  that  were  sup- 
ported by  the  Governor,  some  that  were  talked  about  in  the  State 
legislature.  None  of  them  would  have  worked  with  the  sort  of  Fed- 
eral share  contemplated  in  the  House  budget  resolution. 

Mr.  Stearns.  Let  me  conclude.  In  the  testimony  CBO  cited  a 
study  conducted  by  the  National  Bureau  of  Economic  Research  in 
1995.  The  study  found  that  workers  were  less  likely  to  participate 
in  employer-sponsored  insurance  if  they  had  family  members  who 
were  eligible  for  Medicaid. 

The  study  also  found  some  evidence  that  when  those  workers  did 
participate  in  employer-sponsored  insurance,  many  opt  for  individ- 
ual rather  than  family  coverage.  You  state  in  your  testimony  on 
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page  4  that  over  the  past  5  years  employer-based  coverage  has  de- 
clined, while  Medicaid-based  coverage  has  expanded. 

You  imply  that  the  increase  in  Medicaid  coverage  is  due  to  the 
decline  in  employer  coverage.  However,  the  study  conducted  by  the 
National  Bureau  of  Economic  Research  seems  to  suggest  otherwise; 
that  in  fact  it  is  because  of  the  expansion  in  Medicaid  coverage  that 
employer-sponsored  coverage  declined. 

Would  you  care  to  comment? 

Mr.  Vladeck.  Yes,  sir.  Eighty  percent  of  the  growth  in  Medicaid 
enrollment  over  that  period  of  time  are  children  or  disabled  people. 
Half  of  the  people  who  lost  health  insurance  in  the  private  sector 
in  that  period  were  working  adults,  so  it  is  not  a  one-for-one  rela- 
tionship by  any  stretch  of  the  imagination. 

Mr.  BlLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  in  your  chart,  the  one  you  had  up  earlier,  "Medicaid 
is  A  Critical  Safety  Net,"  it  showed  from  1989,  66  percent  of  people 
had  private  insurance,  down  to  59  percent  in  1994  and  the  Govern- 
ment is  picking  up  more.  Is  this  cost-shift  going  to  continue  be- 
cause I  see  it  shifting.  If  private  insurance  doesn't  pick  it  up,  it 
goes  then  to  the  government. 

Mr.  Vladeck.  Everything  we  know  suggests  that  private  health 
insurance  coverage,  in  percentage  terms,  is  rising;  but  as  a  percent- 
age of  the  work  force,  the  percentage  of  adults  is  continuing  to  de- 
cline. 

Mr.  Stupak.  If  the  Government  isn't  there  to  pick  it  up,  if  we  go 
through  this  block  grant  proposal  of  a  $187  billion  cut  as  the  Re- 
publicans are  proposing,  what  is  going  to  happen  to  these  individ- 
uals? 

Mr.  Vladeck.  The  number  of  uninsured  people  in  the  United 
States  is  increasing  at  about  the  rate  of  a  million  people  a  year. 
We  believe  that  under  a  block  grant  with  the  kinds  of  numbers 
that  are  being  talked  about  in  the  budget  resolution,  the  number 
of  uninsured  people  would  grow  at  least  twice  as  fast. 

We  also  believe  that  those  institutions  that  have  traditionally 
subsidized  care  to  the  uninsured — public  hospitals,  public  clinics, 
whatever — are  under  increasing  financial  pressures  from  all  direc- 
tions. They  will  be  hard-pressed  to  continue  to  serve  the  people 
they  are  now  serving,  let  alone  additional  people. 

So  we  are  concerned  that  millions  of  people  would  fall  outside  the 
health  care  system. 

Mr.  Stupak.  Totally  outside  the  health  care  system? 

Mr.  Vladeck.  Yes,  sir. 

Mr.  Stupak.  In  your  chart,  Medicaid  population  inflation  growth, 
it  shows  that  by  2002  the  number  of  people  receiving  benefits  are 
about  half 

Mr.  Vladeck.  Growing  half  as  fast;  yes,  sir. 

Mr.  Stupak.  Where  are  these  people  going?  Are  less  people  going 
to  be  covered,  or  what? 

Mr.  Vladeck.  It  is  a  reflection  of  the  belief  that  by  then  we  will 
have  the  various  bugs  in  the  Social  Security  disability  process 
worked  out  so  that  the  number  of  disabled  people  eligible  for  bene- 
fits will  grow  very  much  less  rapidly  than  it  has  been  growing  over 
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the  last  several  years.  The  number  of  low  income  women  and  kids 
will  grow  at  about  the  same  rate  under  these  projections.  That 
doesn't  take  so-called  welfare  reform  into  account  either.  But  we 
project  that  the  very  rapid  rate  of  growth  of  disabled  people  will 
drop  off  very  significantly  over  the  next  number  of  years. 

Mr.  Stupak.  We  have  had  a  lot  of  discussion  about  these  piles 
of  documents  and  in  fact  even  that  plastic  wheelbarrow  has  come 
into  play  there.  I  was  wondering,  under  the  Republican  proposals 
and  all  the  cuts  in  services,  does  that  plastic  wheelbarrow  rep- 
resent the  new  wheelchair  that  will  be  available  under  Medicaid? 

Mr.  Vladeck.  I  don't  know  how  to  answer  that.  I  was  thinking 
further  about  these  papers,  that  the  Wisconsin  Medicaid  Program 
is  a  1.25  to  1.5  billion  Federal  dollars  a  year,  and  I  think  that  is 
the  amount  of  paper  it  takes  the  Pentagon  to  buy  a  hammer.  So 
I  would  think  by  comparative  standards,  we  are  doing  pretty  well. 

Mr.  Stupak.  Your  administrative  costs  of  the  Medicaid  Program 
is  about  5  percent? 

Mr.  Vladeck.  Below  5  percent;  yes,  sir. 

Mr.  Stupak.  Private  insurance  is  about  26  percent  of  the  admin- 
istrative cost? 

Mr.  Vladeck.  In  the  small  group  and  individual  group  market. 
In  the  large  group  market,  administrative  cost  tends  to  be  substan- 
tially lower  than  that,  although  generally  higher  than  5  percent. 

Mr.  Stupak.  So  if  we  continue  with  the  Medicaid  Program  as  is, 
we  don't  have  to  worry  about  plastic  wheelchairs? 

Mr.  Vladeck.  I  hope  not;  no,  sir. 

Mr.  Waxman.  Will  the  gentleman  yield? 

These  assumptions  are  all  based  on  an  economy  that  is  going  to 
be  growing.  If  we  ended  up  with  a  recession  somewhere  along  the 
line,  what  would  that  mean?  Usually  recessions  mean  more  people 
go  on  to  Medicaid.  These  projections  show  would  be  far  worse; 
wouldn't  they? 

Mr.  BILIRAKIS.  A  quick  answer,  please. 

Mr.  Vladeck.  The  answer  is  that  one  of  the  things  that  hap- 
pened in  1989  and  1992  was  a  recession  and  a  lot  more  people  out 
of  work.  This  does  assume  no  recession.  If  you  have  a  recession,  the 
problem  will  be  worse;  yes. 

Mr.  BiLiRAKls.  The  gentleman's  time  has  expired.  Dr.  Ganske. 

Mr.  Ganske.  Mr.  Vladeck,  I  can  appreciate  the  difficulty  and  the 
position  that  you  are  in.  If  I  were  sitting  in  your  Chair,  I  would 
certainly  be  defending  my  agency.  Everyone  is  working  as  hard  as 
they  can  within  the  system  to  do  a  good  job,  and  I  am  sure  that 
you  are  concerned  about  delivering  quality  health  care  to  the  poor. 
I  would  start  out  by  asking  a  rhetorical  question.  You  wouldn't  be 
proposing  anything  that  would  be  harmful  to  the  quality  of  care  of 
the  poor;  would  you? 

Mr.  Vladeck.  Not  if  we  were  aware  that  it  was  harmful,  of 
course  not. 

Mr.  Ganske.  I  am  sure  you  wouldn't.  And  that  is  why  I  find  your 
testimony  today  so  remarkable,  because  explicit  in  your  testimony 
are  two  admissions.  One  is  that  you  could  be  doing  things  less  ex- 
pensively but  still  be  providing  quality  care.  Otherwise,  the  admin- 
istration wouldn't  have  proposed  a  $54  billion  savings;  is  that  cor- 
rect? 
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Mr.  Vladeck.  That  is  correct. 

Mr.  Ganske.  I  think  you  could  argue  that  you  are  working  from 
a  different  baseHne  than  we  have  worked  with,  and  that  the  dif- 
ference is  about  $67  bilHon  between  what  the  House  has  proposed 
and  what  you  are  proposing. 

Mr.  Vladeck.  That  is  not  correct,  sir, 

Mr,  Ganske.  Given  there  is  a  difference  of  opinion  on  that,  at 
least  you  would  acknowledge  that  you  could  be  doing  things  better, 
less  expensively  and  delivering  the  same  quality  of  care;  is  that 
right? 

Mr.  Vladeck.  Yes,  sir. 

Mr,  Ganske.  The  second  point  that  I  think  is  very  interesting  is 
that  part  of  what  you  are  proposing  is  a  movement  toward  man- 
aged care.  Now,  how  much  savings  do  you  think  you  can  get  from 
moving  to  managed  care  in  Medicaid? 

Mr,  Vladeck.  Very  small. 

Mr.  Ganske.  Where  do  you  propose  to  get  the  savings  otherwise 
to  make  up  that  difference  without  decreasing  quality? 

Mr.  Vladeck.  We  believe  there  are  a  number  of  areas  in  which 
you  can  achieve  some  of  those  savings.  First,  we  believe  if  you  bet- 
ter targeted  disproportionate  share  funds  to  hospitals  that  are  ac- 
tually serving  a  considerable  number  of  low-income  or  uninsured 
people,  you  could  save  a  significant  amount  of  money. 

Second,  we  believe  that  in  a  number  of  States  there  is  still  an 
opportunity  for  further  deinstitutionalization  of  the  chronically 
mentally  ill  or  the  developmentally  disabled  populations.  This  not 
only  improves  care  but  saves  some  money.  There  are  States  that 
probably  aren't  paying  enough  in  provider  payments,  but  there  are 
also  some  States  that  are  still  very  generous  in  provider  payments. 
We  think  money  could  be  saved  off  of  those  growth  rates  in  a  way 
that  wouldn't  hurt  quality  of  care  or  access  to  care. 

We  do  think  there  are  some  requirements  of  the  Federal  admin- 
istrative process  relative  to  some  of  the  things  we  expect  the  States 
to  do  that  could  be  substantially  simplified.  We  could  save  adminis- 
trative money  on  checkers  checking  some  of  our  checkers  on  eligi- 
bility for  programs  and  we  think  there  are  a  number  of  ways  to  do 
that. 

We  believe  that  as  with  most  systems  you  can  save  5  to  7  percent 
on  average  out  of  the  current  operations  without  significantly  im- 
pairing those  operations,  while  improving  them  to  some  extent.  We 
don't  believe  you  can  save  20  percent  by  efficiency  alone. 

Mr.  Ganske.  Thank  you.  The  second  thing  that  I  was  interested 
in  in  your  testimony  and  in  your  written  comments  was  the  rec- 
ognition that  increased  flexibility  is  a  good  thing,  because  you  have 
already  given  20  percent  of  the  States  increased  flexibility.  So  as 
I  see  it,  you  have  admitted  that  you  can  do  things  more  efficiently. 

In  the  second  place,  you  have  already  admitted  that  the  system 
is  overburdensome  and  needs  more  flexibility.  As  I  see  what  will 
be  happening  in  the  next  few  months,  it  is  going  to  be  a  discussion 
and  dialog  between  us  over  how  to  achieve  these  goals. 

I  happen  to  feel  that  we  need  more  flexibility  based  on  the  big 
stack  of  documents  before  us.  But  I  am  glad  to  see  that  we  are  be- 
ginning to  get  some  agreement  on  a  couple  of  these  issues. 

Thank  you,  Mr.  Chairman. 
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Mr.  Vladeck.  The  one  place  we  have  been  quite  inflexible  and 
will  continue  to  be  so  is  on  who  is  covered  under  this  program.  We 
think  that  given  that  as  a  starting  point,  there  probably  is  consid- 
erable room  to  talk  about  flexibility  and  to  move  toward  a  common 
direction. 

Mr.  BILIRAKIS.  The  gentleman's  time  has  expired.  Mr.  Brown. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  someone  recently  described  the  $187  billion  over  7 
year  cuts  in  Medicaid  as  forcing  the  States  to  roll  the  elderly  in  the 
parking  lots  in  wheelchairs  in  order  to  fund  cuts  of  this  magnitude. 

Do  you  agree  that  reducing  spending  by  this  much  will  force 
States  to  cut  back  and  to  limit  funding  to  nursing  homes  especially 
in  light  of  roughly  $38,000  a  year  typically  for  someone  in  a  nurs- 
ing home.  What  does  that  mean? 

Mr.  Vladeck.  I  think  States  would  seek  to  reduce  payments  to 
nursing  homes  and  to  all  other  providers  of  care.  Again,  I  think  the 
longer  term,  more  severe  crisis  is  not  so  much  the  shrinking  of  re- 
imbursement rates  as  that  those  people  will  be  in  parking  lots  be- 
cause they  will  have  no  coverage  whatsoever.  I  think  the  greatest 
danger  in  cuts  of  this  magnitude  is  that  a  lot  fewer  people  can  be 
covered  for  the  remaining  dollar. 

Mr.  Brown.  Lots  of  States  have  advanced  proposals  under  the 
1115  waiver  process.  Ohio  has  been  granted  a  waiver  but  has  not 
moved  forward  in  implementation  and  someone  from  Ohio's  De- 
partment of  Welfare  will  be  here  tomorrow.  As  a  member  who  has 
raised  concerns  about  shifting  large  numbers  of  Medicaid  popu- 
lation managed  care,  I  have  major  concerns  about  handing  large 
block  grant  funds  to  the  States. 

You  have  noted  that  no  State  would  be  able  to  continue  their 
programs  under  the  growth  rate  proposed  by  the  House  Repub- 
licans, comment  on  this,  with  ensuring  accountability  and  being 
able  to  reach  these  numbers. 

Mr.  Vladeck.  Again  I  think  one  of  the  tensions  between  us  and 
the  States,  and  one  of  the  places  where  we  are  often  viewed  as 
being  rigid  and  bureaucratic  is  the  set  of  programmatic  require- 
ments that  we  insist  on  relative  to  quality  assurance  mechanisms 
and  Medicaid  managed  care.  This  has  been  a  major  point  of  conten- 
tion between  us  and  the  State  of  Illinois,  for  example. 

It  was  a  major  subject  of  discussion  between  us  and  the  State  of 
Ohio,  although  I  wouldn't  say  there  was  contention,  because  I  think 
we  quickly  came  to  a  meeting  of  the  minds.  We  are,  at  the  same 
time,  learning  how  to  measure  quality  of  care  in  Medicaid  managed 
care  and  other  forms  of  managed  care,  using  a  more  performance- 
based,  outcome-based  measure  in  a  way  that  requires  fewer  bu- 
reaucratic and  procedural  requirements,  less  extensive  administra- 
tive oversight,  but  gives  us  a  better  chance  to  actually  fmd  out 
what  is  going  on. 

So  we  think  we  can  maintain  those  assurances,  if  States  are  pre- 
pared to  have  the  quality  assurance  systems  and  the  data  systems 
in  place,  with  a  lot  less  Federal  oversight. 

Mr.  Brown.  Mr.  Chairman,  before  yielding  back  my  time,  I 
would  like  to  make  one  brief  comment.  We  on  this  side  of  the  aisle 
have  sat  here  hearing  after  hearing  and  watched  the  sort  of  show 
of  bureaucratic  documents  that  some  people  like  to  bring  in  to  talk 
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about  bureaucracy  and  all  of  us  think  we  need  to  do  what  we  can 
to  cut  back  on  bureaucracy  and  forms.  I  think  it  might  be  equally 
interesting  to  bring  in  insurance  company  forms  and  the  1500  dif- 
ferent forms  that  insurance  companies  give  to  doctors  and  hospital 
to  fill  out  and  the  kind  of  bureaucracy  that  would  mean,  particu- 
larly in  light  of  the  fact  that  Medicaid  and  Medicare  are  adminis- 
tered at  lower  administrative  costs  than  most  private  sector  pro- 
grams. I  think  that  is  something  the  public  should  be  aware  of  and 
we  should  be  a  little  more  intellectually  honest  around  here  about 
that. 

Thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

Dr.  Norwood. 

Mr.  Norwood.  Thank  you,  Mr.  Chairman. 

I  can't  help  but  comment  that  very  few  of  us  ever  had  all  1500 
forms  to  fill  out.  I  am  not  saying  that  the  bureaucracy  within  in- 
surance agencies  doesn't  need  to  be  changed,  but  frequently  we 
filled  out  the  forms  over  and  over  again. 

Dr.  Vladeck,  I  wouldn't  have  your  job.  I  want  to  start  by  saying 
that.  I  sympathize  with  you  in  the  position  you  are  in. 

I  am  rather  curious  about  HCFA.  I  personally  have  problems 
with  your  Agency,  and  I  have  sympathy  with  you  in  that  you  are 
managing  16  percent  of  our  budget.  Do  you  think  you  guys  are 
doing  a  good  job? 

Mr.  Vladeck.  Not  as  good  as  we  should  be,  sir. 

Mr.  Norwood.  Well,  we  agree  on  the  first  step.  Medicaid  spend- 
ing has  been  exploding,  growing  at  an  average  rate  of  19.1  percent 
between  1990  and  1994.  Does  that  trouble  you? 

Mr.  Vladeck.  It  does,  a  great  deal.  Again,  since  we  have  been 
in  office  that  rate  has  come  down  very  substantially. 

Mr.  Norwood.  When  we  start  talking  numbers,  immediately  the 
word  is,  well,  that  is  one  of  those  mean  Republicans  who  is  not 
compassionate.  I  need  to  point  out  that  I  have  contributed  mightily 
to  the  $5  trillion  that  we  have  used  in  the  last  30  years  in  our  ef- 
fort to  defeat  poverty,  and  I  basically  think  that  it  is  the  respon- 
sibility of  all  of  us  to  talk  numbers  when  we  see  a  program  that 
is  out  of  hand. 

During  1991,  the  Federal  Medicaid  outlays  grew  by  27.8  percent, 
and  they  grew  29.1  percent  in  1992.  I  find  that  absolutely  amazing. 
Does  your  agency  have  any  responsibility  for  raising  red  flags  and 
saying  that  we  are  a  country  with  cash-flow  problems  and  we  have 
$5  trillion  worth  of  debt?  What  is  your  role  in  that? 

Mr.  Vladeck.  I  think  we  have  a  very  important  role  in  that  re- 
gard, sir.  I  think,  again,  that  those  numbers  and  those  rates  of  in- 
crease were  under  the  previous  administration,  and  the  changes  in 
the  program  that  brought  those  rates  of  increase  under  control 
again  largely  originated  in  this  committee  and  in  other  actions  of 
previous  congresses. 

But,  absolutely,  we  are  very  much  concerned.  I  go  back  to  that 
chart  that  is  on  the  right  hand  side  there.  Our  benchmark  for  per- 
formance in  the  administration  of  the  Federal  role  in  these  pro- 
grams is  private  health  insurance.  Despite  the  fact  that  the  people 
we  are  covering  are  sicker  and  more  expensive  to  care  for  than 
folks  who  are  privately  insured,  we  are,  on  a  per  capita  basis,  beat- 


52 

ing  the  rate  of  growth  in  private  health  insurance  from  year  to 
year,  and  doing  it  at  an  administrative  cost  below  5  percent  in 
Medicaid  and  below  3  percent  in  Medicare.  To  the  extent  we  hit 
that  mark,  we  think  we  are  doing  as  much  as  can  be  expected  in 
terms  of  the  overall  fiscal  health  of  the  country. 

Mr.  Norwood.  In  view  of  the  fact  that  since  1966  this  program 
has  grown  by  1,115  percent;  in  other  words,  in  1966  we  spent  $800 
million  on  the  program,  less  than  1  percent  of  our  budget  and 
today  we  are  at  6  percent  on  Medicaid.  Can  you  tell  me,  explain 
to  me  how  that  growth  occurred? 

Briefly  now;  I  am  not  looking  for  an  hour.  I  know  for  example 
at  $800  million  in  1966  if  you  just  factor  in  inflation  today  we 
would  be  up  around  $2  billion  rather  than  1989  billion  dollars.  De- 
mographics also  would  be  a  factor.  Do  we  know  what  is  that 
amount  in  demographics  that  caused  the  increase  from  $800  mil- 
lion to  1989  billion  dollars? 

Mr.  Vladeck.  We  do.  I  can't  give  it  to  you  off  hand,  but  we  can 
supply  it  for  you,  sir, 

[The  information  follows:] 

List  of  factors  that  caused  Medicaid  costs  to  increase  from  $800  million  [in  fiscal 
year  1967]  to  $89  billion  [in  fiscal  year  1995]. 

1.  Some  States  began  their  Medicaid  programs  after  1967.  The  last  State,  Arizona, 
did  not  begin  its  program  until  1982. 

2.  Medicaid  now  serves  more  people  because  of  population  growth  in  general,  and 
in  the  elderly  and  disabled  populations. 

3.  In  addition,  Medicaid  now  serves  more  people  because  of  statutory  eligibility 
expansions  (e.g.,  the  very  expensive  disabled  population  was  added  in  1972;  man- 
dated eligibility  for  pregnant  women  and  children  grew  steadily  throughout  the 
1980's). 

4.  Congress  added  a  number  of  optional  services  (e.g.,  skilled  nursing  facilities) 
and  mandatory  services  (e.g.,  EPSDT). 

5.  Medicaid  now  is  required  to  pick  up  certain  Medicare  costs  related  to  Medicare- 
Medicaid  dual  eligibles. 

6.  States  added  more  optional  eligibility  groups  and  coverage  options  as  their  pro- 
grams developed. 

7.  Medicaid  experienced  the  same  medical  inflationary  pressures  and  volume  of 
services/beneficiary  increases  as  have  Medicare  and  private  health  care  payers. 

8.  State  donations  and  taxes  and  disproportionate  share  hospital  payment 
schemes  have  effectively  increased  Federal  spending  without  commensurate  in- 
creases in  State  Medicaid  expenditures. 

Mr.  Norwood.  The  last  question  is,  I  think  that  the  Congress 
has  caused  a  lot  of  the  problem.  Would  you  agree  with  that — in  the 
growth  rate. 

Mr.  Vladeck.  One  person's  problem  is  another  person's  solution. 
One  of  the  things  Congress  has  permitted  the  States  to  do  is  take 
care  of  populations  for  which  there  used  to  be  no  Federal  role  and 
provide  a  Federal  share  in  providing  services. 

Mr.  Norwood.  The  States  thought  this  up,  but  the  Congress 
tended  to  mandate  some  of  these  new  people  on  the  rolls? 

Mr.  Vladeck.  The  flow  has  gone  in  both  directions,  sir. 

Mr.  Norwood.  So  the  U.S.  Congress  has  some  share  in  the  bur- 
den of  this  tremendous  increase  over  30  years? 

Mr.  Vladeck.  Absolutely. 

Mr.  BiLiRAKis.  The  gentleman's  time  has  expired. 

Mr.  Norwood.  That  is  a  shame. 

Thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  That  is  a  shame. 
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Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  good  to  see  you,  sir. 

Let  me  continue.  Getting  to  what  Mr.  Norwood  was  saying  and 
that  is  that  we  have  a  tendency  in  bureaucracy  to  put  a  lot  of 
words  when  we  could  do  something  very  simply.  I  think  the  Lord's 
Prayer  has  78  words,  the  Declaration  of  Independence  had  a  little 
over  a  thousand. 

The  regulation  for  the  sale  of  cabbage  in  the  United  States  has 
26,000  words  and  I  would  suggest  to  you  that  we  need  to  look  at 
how  we  are  conveying  what  the  intent  of  Congress  is  to  States  in 
the  case  of  Medicaid  and  certainly  to  people  that  sell  cabbage  in 
the  case  of  the  regulations  on  cabbage. 

What  happens  to  Medicaid  if  the  Federal  Government  has  no 
money? 

Mr.  Vladeck.  I  don't  know  what  you  mean  by  "has  no  money," 
sir. 

Mr.  Burr.  We  don't  have  any  money,  we  can't  pay  a  claim;  what 
happens? 

Mr.  Vladeck.  We  don't  do  anything  other  than  pay  money  to  the 
States  in  terms  of  the  flow  of  funds.  I  assume  we  would  leave  a 
lot  of  States  with  very  substantial  liabilities  to  health  care  provid- 
ers which  they  would  be  unable  to  meet. 

Mr.  Burr.  We  have  a  financial  crisis.  We  run  out  of  money  here, 
the  States  are  responsible  for  the  obligations  that  they  have  out 
there  to  their  residents? 

Mr.  Vladeck.  Yes,  sir. 

Mr.  Burr.  So  does  it  seem  foreign  to  you  that  if  the  obligation 
would  eventually  be  on  the  States  that  we  would  suggest  empower- 
ing the  States  to  set  up  a  new  system  that  they  feel  by  the  majority 
of  the  Governors  would  solve  some  of  the  growth  problem  that  we 
have  in  Medicaid  today? 

Mr.  Vladeck.  I  think  the  Federal  Government  has  a  very  legiti- 
mate obligation,  when  it  is  expending  funds  raised  through  the 
Federal  tax  programs,  to  exercise  some  degree  of  control  and  some 
degree  of  oversight  over  how  they  are  expended. 

Mr.  Burr.  Even  if  we  run  out  of  money  in  the  process? 

Mr.  Vladeck.  I  do  believe  the  Congress  has  the  responsibility 
that  the  government  not  go  bankrupt. 

Mr.  Burr.  I  would  agree  with  you  there.  Maybe  we  are  looking 
at  two  different  ways  to  get  there,  though. 

Let  me  say  that  I  have  a  lot  of  respect  for  you  defending  the 
Medicaid  Program.  I  was  just  upstairs  with  Secretary  O'Leary  de- 
fending the  Department  of  Energy  and  she  was  doing  a  stellar  job 
of  that.  In  fact,  we  are  talking  about  taking  something  away  from 
HCFA  when  we  block  grant  Medicaid;  aren't  we? 

Mr.  Vladeck.  Yes,  sir. 

Mr.  Burr.  Do  you  welcome  that? 

Mr.  Vladeck.  It  would  be  a  mixed  blessing. 

Mr,  Burr.  Would  you  like  to  expand  on  that? 

Mr.  Vladeck.  I  would  say  that  in  terms  of  bureaucratic  charac- 
teristics, in  terms  of  staff,  Medicaid  is  actually  a  very  small  part 
of  our  total  operations,  although  we  would  miss  all  those  folks.  But 
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it  is  not  an  easy  program  to  administer  by  any  stretch  of  the  imagi- 
nation. 

It  is  a  constant  balancing  act  and  a  constant  set  of  tensions,  and 
the  Federal  Government  and  certainly  the  Federal  administrative 
agency,  by  the  structure  of  the  program,  is  obligated  to  meet  some 
very  competing  objectives  and  perform  under  some  very  competing 
standards.  It  is  a  tough  program  to  administer. 

Mr.  Burr.  Can  I  take  that  answer  to  mean  that  you  would  wel- 
come the  opportunity  to  get  rid  of  it? 

Mr.  Vladeck.  If  I  had  a  level  of  confidence  that  every  person 
who  now  gets  medical  care  under  Medicaid  would  continue  to  get 
care  that  was  at  least  as  good,  I  would  happily  give  up  the  admin- 
istration. 

Mr.  Burr.  You  have  been  pretty  aggressive  about  defending  the 
President's  proposal,  which  is  a  capitated  entitlement,  and  con- 
demning the  Republican  proposal.  Put  formula  aside.  I  have  a 
problem  with  formula,  too.  We  haven't  debated  formula.  We  are  de- 
bating block  grants. 

You  have  condemned  a  capitated  block  grant  because  that  is,  in 
essence,  what  we  are  talking  about.  Let  me  follow  up  with  where 
Mr.  Dingell  went  for  just  a  second. 

If  I  remember  the  figures  in  our  last  Medicaid  hearing,  we  had 
a  range  per  person  on  expenditure;  in  New  Hampshire  I  think  it 
was  $9,661  per  person.  The  national  average  was  in  the  $4,200  or 
$4,300  per  person  and  North  Carolina,  my  State,  was  at  about 
$3,400  per  person. 

Does  it  trouble  you  that  there  is  a  discrepancy  that  large? 

Mr.  Vladeck.  When  you  talk  about  the  tensions  of  the  Medicaid 
program,  sir,  we  believe  in  flexibility  for  States  in  the  design  of  the 
Medicaid  program  with  some  Federal  floors.  If  you  are  going  to 
have  the  kind  of  flexibility  we  have,  you  are  going  to  get  that  sort 
of  variation. 

Mr.  Burr.  Can  we  fix  it? 

Mr.  Vladeck.  Do  we  want  to  fix  it? 

Mr.  Burr.  Can  we  afford  it? 

Mr.  Vladeck.  I  don't  think  it  is  appropriate  that  I  comment  on 
the  role  of  Medicaid  in  terms  of  the  overall  Federal  budget. 

Mr.  Burr.  Mr.  Chairman,  one  last  question  in  conclusion. 

In  your  conclusion,  it  says,  the  Medicaid  program  has  a  substan- 
tial history  of  success.  Together  the  Federal  Government  and  the 
States  have  provided  an  essential  safety  net  for  children,  seniors, 
nursing  home  residents,  the  disabled  and  other  vulnerable  Ameri- 
cans. If  you  will,  tell  me  what  the  Federal  Government  has  contrib- 
uted to  that  success? 

Mr.  Vladeck.  Approximately  58  percent  of  the  costs  of  the  fi- 
nancing of  it  and  major  raising  of  expectations  for  standards  of 
care  in  nursing  homes,  in  intermediate  care  facilities  for  the  men- 
tally retarded,  and  care  of  the  chronically  mentally  ill  in  a  number 
of  ways. 

We  believe  the  Federal  Government  has  also  contributed  encour- 
agement in  the  research  and  development  efforts  to  develop  new 
ways  of  measuring  utilization,  new  ways  of  controlling  the  appro- 
priateness of  prescription  drugs,  and  new  ways  of  providing  com- 
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munity-based  services  for  disabled  populations  of  one  sort  or  an- 
other. 

Mr.  Burr.  Is  there  anything  in  that  list  that  we  cannot  achieve 
when  we  block  grant? 

Mr.  Vladeck.  Yes,  sir.  I  don't  believe  you  can  continue  to  assure 
the  quality  of  services  for  the  most  vulnerable  people  under  a  block 
grant. 

Mr,  Burr.  That  is  something  you  and  I  will  disagree  on  pro- 
fusely. 

Thank  you. 

I  yield  back,  Mr,  Chairman. 

Mr.  Greenwood  [presiding].  I  am  going  to  take  the  prerogative 
of  the  Chair. 

I  will  ask  one  follow-up  question.  When  I  had  the  time  I  asked 
about  whether  or  not  we  could  expect  significant  cost  savings  from 
new  strategies  moving  nursing  home  patients  into  community- 
based  services  for  both  the  elderly  and  the  disabled.  Your  response 
was  that  we  haven't  seen  significant  savings  in  that  regard. 

In  your  testimony  you  talk  about  the  fact  that  HCFA  is  encour- 
aging support  of  State  programs  including  replacing  institutional- 
ized nursing  home  care  with  home  and  community-based  services 
for  disabled  and  beneficiaries,  thus  reducing  nursing  home  costs. 

If  it  is  not  significant,  why  did  you  put  it  in  your  testimony? 

Mr.  Vladeck.  It  reduces  the  amount  of  money  we  are  saving  on 
nursing  homes  in  terms  of 

Mr.  Greenwood.  Has  there  been  a  significant  reduction  in  nurs- 
ing home  costs? 

Mr.  Vladeck.  No,  because  we  have  a  baseline  versus  current 
problem.  The  testimony  was  not  as  clear  as  it  should  have  been, 
and  I  apologize.  When  we  are  talking  about  long-term  care  for  el- 
derly and  disabled,  the  populations  in  need  are  growing  so  quickly 
that  you  are  talking  about  in  fact  reducing  growth  rates. 

Mr.  Greenwood.  I  am  talking  about  the  per  capita  costs.  It 
seems  to  me  from  looking  at  your  testimony  and  hearing  your  oral 
testimony,  that  when  you  are  describing  HCFA's  role  in  working 
with  States  you  are  happy  to  take  credit  for  reducing  nursing  home 
costs.  And  yet  when  we  talk  about  the  opportunity  for  States  to  use 
the  same  strategies  on  their  own  without  holding  HCFA's  hand, 
suddenly  it  is  insignificant. 

Mr.  Vladeck.  I  think  you  are  right,  the  testimony  was  imprecise. 
The  States  with  our  assistance  have  reduced  the  rate  of  increase 
in  nursing  home  costs.  And  we  think  with  more  flexibility  they  can 
make  greater  strides  in  reducing  the  rate  of  increase. 

Mr.  Greenwood.  Thank  you  for  your  testimony. 

We  appreciate  all  the  time  you  have  spent  with  us  this  morning, 
and  excuse  you.  Now  I  would  like  to  call  forward  Mr.  Joe  Antos, 
Assistant  Director  for  Health  and  Human  Resources,  CBO. 

We  have  your  written  testimony.  Please  summarize. 

STATEMENT  OF  JOSEPH  R.  ANTOS,  ASSISTANT  DIRECTOR  FOR 
HEALTH  AND  HUMAN  RESOURCES,  CONGRESSIONAL  BUDG- 
ET OFFICE 

Mr.  Antos.  Thank  you,  Mr.  Chairman,  and  members  of  the  com- 
mittee. 
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It  is  my  pleasure  to  be  here  today  to  discuss  the  status  of  the 
Medicaid  program. 

I  emphasize  three  points  in  my  testimony. 

First,  Medicaid  spending  has  increased  at  unsustainable  rates 
over  the  past  decade. 

Second,  although  Medicaid  spending  growth  will  slow  somewhat 
over  the  next  few  years,  it  will  remain  extremely  rapid  unless 
strong  policy  actions  are  taken. 

And  third,  those  policy  actions  will  not  be  easy.  In  particular,  it 
is  likely  that  Medicaid  would  have  to  be  substantially  restructured 
to  satisfy  the  savings  requirements  set  forth  in  the  House  budget 
resolution. 

This  year,  Federal  Medicaid  spending  will  amount  to  about  $89 
billion  or  6  percent  of  the  Federal  budget.  Total  spending  on  the 
Medicaid  program,  including  the  State  share,  is  expected  to  total 
about  $156  billion. 

Between  1988  and  1993,  overall  spending  increased  at  an  annual 
rate  of  16  percent  and  the  Federal  share  increased  at  a  remarkable 
20  percent  per  year.  But  during  the  same  period,  national  health 
expenditures  rose  by  less  than  10  percent  a  year. 

This  period — 1988  to  1993 — marked  a  break  with  the  past  when 
Medicaid  grew  at  rates  not  much  different  from  national  health  ex- 
penditures. The  two  most  significant  factors  contributing  to  Medic- 
aid's dramatic  growth  between  1988  and  1993  were  sharp  rises  in 
Medicaid  enrollment  and  State  financing  schemes  which  increased 
disproportionate  share  payments. 

Between  1988  and  1993,  Medicaid  enrollment  grew  by  half.  Man- 
datory and  optional  expansions  in  Medicaid  eligibility  authorized 
by  the  Congress  between  1984  and  1990  focused  on  low-income 
children  and  pregnant  women.  The  number  of  children  on  Medicaid 
rose  from  10  million  in  1988  to  16  million  in  1993.  The  OBRA  '90, 
which  expanded  coverage  to  all  poor  children,  will  continue  to  add 
new  beneficiaries  over  the  next  7  years,  although  the  cost  impact 
of  this  expansion  will  not  be  very  large. 

The  number  of  disabled  Medicaid  beneficiaries  also  expanded 
rapidly,  rising  from  3.5  million  in  1988  to  5  million  in  1993,  and 
expenditures  doubled.  Several  court  decisions  liberalized  the  defini- 
tion of  disability,  and  allowed  for  a  dramatic  increase  in  the  num- 
bers of  mentally  impaired  and  disabled  children.  This  drove  up  the 
cost  of  both  Medicaid  and  the  SSI  program. 

State  financing  schemes  were  much  more  important  than  eligi- 
bility expansions  for  the  growth  in  Federal  Medicaid  spending  in 
recent  years.  Those  schemes,  which  involved  voluntary  donations 
from  providers,  taxes  on  providers,  and  intergovernmental  trans- 
fers, drew  down  Federal  matching  dollars  for  what  were  often  illu- 
sory Medicaid  expenditures.  Disproportionate  share  payments, 
DSH,  rose  from  $1  billion  in  1990  to  $17  billion  in  1992  because 
of  these  arrangements. 

Let's  turn  now  to  CBO  projections  of  further  spending.  Under 
current  law,  CBO  projects  that  the  Federal  share  of  Medicaid  pay- 
ments will  rise  from  $89  billion  in  1995  to  $232  billion  in  the  year 
2005,  which  represents  an  average  annual  growth  rate  of  10  per- 
cent. In  contrast,  OMB's  projections,  released  last  week,  show  Fed- 
eral Medicaid  spending  growing  at  9.2  percent  a  year.  Over  the 
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next  7  years,  CBO  projects  $67  billion  more  than  does  0MB  in  Fed- 
eral spending.  Over  10  years,  that  difference  is  $122  billion. 

The  10  percent  rate  of  growth  that  we  project  over  the  next  dec- 
ade is  slower  than  that  which  we  have  seen  in  recent  years,  but 
remains  rapid.  By  CBO's  assumptions,  Federal  expenditures  would 
double  by  2002.  Even  by  the  more  optimistic  0MB  assumptions. 
Federal  Medicaid  spending  would  also  double  by  2003. 

The  report  of  the  House  Budget  Committee  on  the  House  budget 
resolution  suggests  that  total  Federal  Medicaid  spending  for  the 
1996-2002  period  should  be  about  $770  billion.  That  amount  would 
represent  a  reduction  of  about  $185  billion  from  CBO's  projected 
expenditures  under  current  law. 

These  goals  are  ambitious.  The  House  resolution  assumes  an  av- 
erage annual  growth  rate  in  Federal  Medicaid  outlays  of  4.5  per- 
cent over  the  next  7  years.  This  figure  compares  with  an  estimated 
10.4  percent  average  annual  rate  of  growth  under  current  law.  Re- 
cent growth  rates  in  Federal  Medicaid  outlays  have  been  even 
higher,  averaging  about  17  percent  a  year  between  1990  and  1995. 

Developing  a  specific  Medicaid  policy  to  meet  the  Federal  spend- 
ing targets  would  pose  a  number  of  issues:  the  extent  of  State  flexi- 
bility in  the  administration  of  Medicaid  that  would  be  allowed,  how 
Federal  funds  would  be  allocated  among  States,  and  the  resulting 
impacts  on  access  to  and  quality  of  health  care  for  the  eligible  pop- 
ulation. I  will  only  be  able  to  give  a  flavor  of  the  complexities  that 
could  be  involved  here. 

First,  State  flexibility: 

Although  State  Medicaid  programs  vary  considerably  in  eligi- 
bility criteria,  benefits,  delivery  systems,  and  reimbursement  rates 
for  providers,  Federal  requirements  restrict  those  variations.  The 
Federal  Government,  for  example,  specifies  which  population 
groups  Medicaid  must  cover  and  which  optional  groups  a  State 
may  cover  if  it  chooses.  Similarly,  Federal  law  specifies  the  services 
that  must  be  provided  as  part  of  the  Medicaid  benefit  package  and 
the  services  that  may  be  included  at  a  State's  option. 

In  certain  circumstances.  States  can  obtain  waivers  from  particu- 
lar Federal  requirements.  States  have  obtained  waivers  to  provide 
home  and  community-based  services  to  the  elderly  and  disabled,  to 
develop  managed  care  programs,  and  to  expand  coverage  to  new 
population  groups.  Many  Governors  want  the  Congress  to  grant  the 
States  much  greater  independence  to  design  their  own  Medicaid 
programs. 

A  key  question  is  how  to  balance  the  goal  of  greater  State  flexi- 
bility with  the  need  for  accountability.  The  Congress  could  grant 
more  flexibility  to  the  States  in  a  variety  of  ways.  One  approach 
would  be  to  maintain  the  basic  structure  of  the  Medicaid  program 
as  an  entitlement,  but  provide  greater  management  and  control  to 
the  States.  Another  approach  would  be  block  grants,  which  could 
be  structured  to  assure  that  particular  broad  policy  goals  would  be 
met. 

There  are  a  wide  range  of  possible  options  to  assure  accountabil- 
ity under  the  block  grant  approach.  For  example,  there  could  be 
separate  block  grants  for  specific  beneficiary  groups.  Separate 
grants  could  be  earmarked  for  the  aged,  disabled  adults,  or  chil- 
dren. Or  minimum  spending  levels  could  be  specified,  such  as  re- 
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quiring  that  at  least  20  percent  of  a  block  grant  would  go  to  serv- 
ices for  children. 

Beyond  State  flexibility,  a  second  issue  to  consider  in  developing 
policy  options  is  how  Federal  funds  should  be  allocated  among  the 
States.  The  way  Federal  Medicaid  dollars  are  currently  distributed 
is  the  result  of  demographic,  economic,  and  policy  factors  that  vary 
greatly  from  State  to  State.  Spending  levels  also  reflect  30  years 
of  Federal  and  State  decisionmaking.  Changing  the  distribution  of 
the  Federal  funds  is  clearly  not  without  difficulty. 

Two  important  questions  characterize  the  distribution  problem: 

How  much  money  should  be  allocated  initially  to  each  State? 

And  what  growth  in  Federal  spending  should  be  allowed  for  each 
State  over  time? 

A  host  of  technical  considerations  could  be  addressed  in  dealing 
with  these  broad  questions,  including  State  fiscal  capacity,  the  dis- 
tribution of  poor  people  with  particular  health  needs,  how  to  treat 
States  with  Section  1115  waivers,  whether  to  count  DSH  pa3nTients 
fully  in  developing  the  allocation,  and  so  on. 

The  last  issue  I  would  raise  is  the  impact  of  policy  changes  on 
access  to  and  quality  of  care.  These  are  not  new  issues  for  the  pro- 
gram, but  they  are  sure  to  become  more  significant  with  tightening 
fiscal  constraints.  The  States  may  be  given  more  flexibility  to  man- 
age their  Medicaid  programs.  What  the  Federal  role,  if  any,  should 
be  in  ensuring  access  and  quality  remains  an  open  question. 

In  closing,  let  me  reiterate  the  major  conclusions  of  CBO's  analy- 
sis. Medicaid  spending  has  been  growing  at  alarming  rates  in  re- 
cent years.  Without  strong  policy  action,  the  program's  growth  will 
remain  extremely  rapid.  Improving  efficiency,  by  itself,  almost  cer- 
tainly could  not  achieve  reductions  in  the  rate  of  growth  of  the 
order  of  magnitude  being  discussed.  A  restructuring  of  Medicaid 
priorities  would  almost  certainly  be  necessary  to  satisfy  budget  re- 
quirements. 

That  completes  my  statement.  I  would  be  happy  to  answer  ques- 
tions. 

[The  prepared  statement  of  Joseph  R.  Antos  follows:] 

Prepared  Statement  of  Joseph  R.  Antos,  Assistant  Director  for  Health  and 
Human  Resources,  Congressional  Budget  Office 

Mr.  Chairman  and  Members  of  the  Subcommittee,  it  is  my  pleasure  to  be  here 
today  to  discuss  the  status  of  the  Medicaid  program.  The  rapid  increases  in  Medic- 
aid spending  and  the  growing  prominence  of  the  program  in  the  federal  budget 
present  a  serious  challenge  to  the  Congress. 

Between  1988  and  1993,  overall  Medicaid  spending  increased  at  an  annual  rate 
of  16  percent,  while  the  federal  share  increased  at  the  remarkable  rate  of  20  percent 
per  year.  Yet  over  the  same  period  national  health  expenditures  rose  by  less  than 
10  percent  a  year.  Under  current  law,  Medicaid  expenditures  are  expected  to  con- 
tinue to  rise  faster  than  other  health  expenditures.  With  federal  spending  of  $89  bil- 
lion in  1995,  Medicaid  now  accounts  for  about  6  percent  of  the  federal  budget.  By 
2002,  that  share  is  projected  to  increase  to  8  percent,  or  about  $178  billion. 

Both  the  House  and  Senate  versions  of  the  budget  resolution  for  1996  assume  sig- 
nificant reductions  in  the  rate  of  growth  of  Medicaid  spending.  Under  the  assump- 
tions of  the  budget  resolutions  passed  by  the  House  and  Senate,  federal  Medicaid 
spending  in  2002  would  be  only  $121  billion  or  $125  billion,  respectively.  Those 
amounts  are  well  below  CBO's  current  projection  of  federal  Medicaid  spending  in 
that  year.  Clearly,  reducing  the  growth  in  program  spending  will  require  both  the 
Congress  and  the  states  to  make  significant  policy  changes. 

My  statenient  today  addresses  four  topics:  An  overview  of  the  Medicaid  program, 
Past  trends  in  program  spending,  CBO's  projection  of  future  spending  under  current 
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law,  and  Considerations  in  modifying  the  Medicaid  program  to  meet  the  require- 
ments of  the  budget  resolution. 

OVERVIEW 

Medicaid  is  the  nation's  major  program  providing  medical  and  long-term  care 
services  to  low-income  populations.  The  federal  and  state  governments  lointly  fund 
the  program.  The  states  administer  it,  however,  and  though  they  are  subject  to  fed- 
eral guidelines,  they  retain  considerable  discretion  over  all  aspects  of  program  oper- 
ation. The  federal  share  of  total  Medicaid  spending  in  a  state  varies  inversely  with 
the  per  capita  income  of  the  state,  subject  to  a  lower  limit  of  50  percent  and  an 
upper  limit  of  83  percent. 

Medicaid  Beneficiaries 

The  Medicaid  program  has  always  covered  most  recipients  and  potential  recipi- 
ents of  cash  welfare  benefits  provided  through  the  Aid  to  Families  with  Dependent 
Children  (AFDC)  and  Supplemental  Security  Income  programs.  In  addition,  cov- 
erage has  been  extended  to  large  numbers  of  poor  and  near-poor  children  and  preg- 
nant women,  as  well  as  to  certain  low-income  Medicare  beneficiaries.  In  1993,  more 
than  33  million  people  received  Medicaid  benefits.  Children  under  the  age  of  21  are 
by  far  the  largest  group  of  Medicaid  beneficiaries,  accounting  for  almost  half  of  the 
total  in  1993.  About  12  percent  of  beneficiaries  were  elderly  and  15  percent  disabled. 
Most  of  the  remainder  were  nondisabled  adults. 

The  majority  of  Medicaid  beneficiaries  are  poor  or  near-poor.  In  1992,  according 
to  the  Census  Bureau's  Current  Population  Survey,  61  percent  of  the  noninstitu- 
tionalized  Medicaid  population  was  in  families  with  income  below  the  poverty  level 
and  74  percent  was  in  families  with  income  below  133  percent  of  the  poverty  level. 

Provision  of  Services 

Medicaid  covers  both  acute  medical  services  and  long-term  care.  The  federal  gov- 
ernment requires  all  states  to  provide  a  core  group  of  services,  including  hospital, 
physician,  and  general  nursing  facility  services.  States  have  the  option,  however,  to 
cover  an  extensive  range  of  services  in  addition  to  the  mandated  ones,  and  all  of 
the  states  do  so.  Optional  services  include  drugs,  dental  services,  eyeglasses,  and 
personal  care  services.  The  typical  Medicaid  beneficiary  receives  acute  care  services 
free  of  charge  or  for  a  nominal  copayment.  However,  beneficiaries  often  face  limited 
access  to  providers,  many  of  whom  are  unwilling  to  see  Medicaid  patients. 

Concern  about  access  to  providers  was  an  important  factor  in  the  decision  of  some 
states  to  develop  managed  care  arrangements  for  providing  acute  care  services  to 
some  of  their  Medicaid  beneficiaries — generally  nondisabled  adults  and  children.  By 
June  1994,  about  8  million  Medicaid  beneficiaries — almost  a  quarter  of  the  total — 
were  enrolled  in  managed  care  plans  in  42  states  and  the  District  of  Columbia. 

Expenditures  by  Type  of  Service 

The  largest  share  of  Medicaid  expenditures  is  for  hospital  and  nursing  home  serv- 
ices, which  accounted  for  more  than  half  of  the  total  in  1993  (see  Figure  1).  Hospital 
expenditures  include  pajonents  to  hospitals  for  inpatient  and  outpatient  services  re- 
ceived by  Medicaid  beneficiaries.  In  addition,  disproportionate  share  hospital  (DSH) 
payments  are  made  to  hospitals  that  serve  disproportionately  large  numbers  of  Med- 
icaid and  uninsured  patients.  Nursing  homes  include  general  nursing  facilities  as 
well  as  intermediate  care  facilities  for  the  mentally  retarded. 
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Figure  1.  DISTRIBUTION  OF  MEDICAID  EXPENDITURES  BY  CATEGORY  OF 
SERVICE,  FY  1993  (In  percent) 


Nursing  Home  (28) 


Hospital 
(27) 


Physician 
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SOURCE:  Congressional  Budget  Office  estimates  based  on  data  from  the  Health  Care  Financ- 
ing Administration,  HCFA  Form-64. 

NOTES:  Nursing  home  expenditures  include  spending  for  nursing  home  facilities  and  inter- 
mediate care  facilities  for  the  mentally  retarded.  Hospital  expenditures  include  spending  for  in- 
patient and  outpatient  c£U"e.  DSH  =  disproportionate  share  hospital  payments. 

Expenditures  by  Eligibility  Status 

Because  of  their  use  of  nursing  home  services  and  their  extensive  acute  care 
needs,  elderly  and  disabled  Medicaid  beneficiaries  generate  much  higher  medical  ex- 
penditures than  do  children  and  other  adults  (see  Figure  2).  Some  elderly  and  dis- 
abled beneficiaries  become  eligible  for  Medicaid  because  of  their  need  for  costly 
nursing  home  services,  even  though  they  have  not  received  cash  welfare  benefits. 
As  a  result,  although  the  elderly  and  disabled  represented  less  than  30  percent  of 
Medicaid  beneficiaries  in  1993,  they  accounted  for  about  two-thirds  of  all  Medicaid 
expenditures,  excluding  DSH  payments  (see  Figure  3). 

Variation  in  State  Expenditures 

Both  the  levels  of  and  recent  trends  in  Medicaid  expenditures  vary  considerably 
from  state  to  state  (see  the  appendix).  A  number  of  reasons  account  for  that  vari- 
ation: the  size  and  makeup  of  the  beneficiary  population,  the  coverage  of  optional 
services,  the  use  of  services  by  beneficiaries,  payment  levels  for  providers,  dif- 
ferences in  underlying  health  care  costs,  and  variations  in  federal  matching  rates. 
In  addition,  some  states  have  raised  DSH  payments  substantially  by  taking  advan- 
tage of  certain  financing  schemes,  whereas  others  have  not. 

Because  of  those  factors,  total  Medicaid  expenditures  vary  much  more  widely 
among  the  states  than  one  might  expect,  given  the  relative  size  of  their  low-income 
populations.  In  California,  for  example,  about  5.8  million  people  were  in  families 
with  income  below  the  poverty  level  in  1993  compared  with  about  3  million  in  New 
York.  But  in  1993,  New  York  spent  $18  billion  on  Medicaid  (excluding  administra- 
tive costs),  whereas  California  spent  only  $14  billion.  Medicaid  expenditures  (exclud- 
ing DSH  payments)  per  enrollee  also  vary  widely  among  the  states,  ranging  from 
less  than  $2,000  in  Alabama,  California,  and  Mississippi  in  1993  to  more  than 
$5,000  in  New  York.i 


1  Colin  Winterbottom,  David  W.  Liska,  and  Karen  M.  Obermaier,  State-Level  Databook  on 
Health  Care  Access  and  Financing  (Washington,  D.C.:  Urban  Institute,  1995). 
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Figure  2.  MEDICAID  EXPENDITURES  PER  BENEFICIARY,  FY  1993 
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Figure  3.  DISTRIBUTION  OF  MEDICAID  EXPENDITURES  BY  ELIGIBILITY 
GROUP,  FY  1993  (In  percent) 
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TRENDS  IN  SPENDING 

Since  1975,  Medic£iid  expenditures  have  grown  at  an  uneven  rate,  and  recent  pat- 
terns of  growth  have  not  reflected  those  of  Medicare,  private  health  insurance,  or 
national  nealth  expenditures  (see  Table  1).^  For  analytic  purposes,  the  trend  in 
Medicaid  expenditures  for  the  1975-1993  period  can  be  divided  into  three  distinct 
periods:  1975  to  1981,  when  Medicaid  spending  grew  rapidly  but  still  remained  at 
virtually  the  same  rate  as  national  health  expenditures;  1981  to  1988,  when  Medic- 
aid spending  grew  relatively  slowly  and  somewhat  less  rapidly  than  national  health 
expenditures;  and  1988  to  1993,  when  Medicaid  spending  grew  extremely  rapidly 
and  much  faster  than  national  health  expenditures. 

TABLE  1.— NATIONAL  HEALTH  EXPENDITURES  BY  SOURCE  OF  PAYMENT,  1975-1993 

[By  calendar  year  in  billions  of  dollars] 


Source  of  Payment  1975 

National  Health  Expenditures 132,6 

Private  Health  Insurance 32.0 

Medicare  16.4 

Medicaid:  13.5 

Federal  7.4 

State  and  local 6.1 


1980 


1985 


1990 


1993 


251.1 

434.5 

696.6 

884.2 

72.1 

139.8 

236.9 

296.1 

37.5 

72.2 

112.1 

154.2 

26.1 

41.3 

75.4 

117.9 

14.5 

22.8 

42.7 

76.1 

11.6 

18.4 

32.7 

41.8 

^CBO's  analysis  of  spending  trends  is  based  on  data  from  the  national  health  accounts.  In 
developing  those  estimates,  the  Health  Care  Financing  Administration  reduced  the  amount  of 
disproportionate  share  payments  to  hospitals  when  such  payments  were  offset  by  taxes  and  do- 
nations paid  by  the  same  facilities.  The  effect  is  to  reduce  the  estimates  of  state  Medicaid  spend- 
ing in  the  1990s  below  the  levels  actually  reported  by  the  states.  See  Katherine  R.  Levit  and 
others,  "National  Health  Spending  Trends,  1960-1993,"  Health  Affairs,  vol.  13  (Winter  1994),  pp. 
14-31. 
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TABLE  1.— NATIONAL  HEALTH  EXPENDITURES  BY  SOURCE  OF  PAYMENT,  1975-1993— Continued 
[By  calendar  year  in  billions  of  dollars] 


Source  of  Payment                                             1975           1980           1985 

1990 

1993 

Other  

70.7         115.3         181.2 

272.1 

316.0 

Average  Annual  Growth  Rate  from  Previous  Year  Shown  (Percent) 

National  Health  Expenditures 

Private  Health  Insurance 

Medicare  

Medicaid: 

Federal  

State  and  local  .... 
Other  


n.a. 

13.6 

11.6 

9.9 

8.3 

n.a. 

17.6 

14.2 

11.1 

7.7 

n.a. 

18.0 

14.0 

9.2 

11.2 

n.a. 

14.1 

9,6 

12.8 

16.0 

n.a. 

14.3 

9.5 

13.3 

21.2 

n.a. 

13.9 

9.7 

12.2 

8.5 

n.a. 

10.3 

9.5 

8.5 

5.1 

Average  Annual  Growth  Rate  over  Indicated  Periods  (Percent) 


1975-1981 


1981-1988 


1988-1993 


National  Health  Expenditures 14.0  9.8  9.5 

Private  Health  Insurance 17.7  11.7  9.9 

Medicare  18.3  10.3  11.5 

Medicaid:  14.5  8.9  16.4 

Federal  15.0  8.8  19.6 

State  and  local  13.8  9.0  11.7 

Other  10.8  8.6  6.3 

SOURCE:  Congressional  Budget  Office  oased  on  data  from  the  Health  Care  Financing  Administration.  Office  of  National  Health  Statistics. 
NOTE:  n.a.  =  not  applicable. 

Between  1975  and  1981,  Medicaid  spending  grew  at  about  14  percent  a  year,  the 
same  as  national  health  expenditures.  Private  health  insurance  and  Medicare  ex- 
penditures both  grew  at  about  18  percent  a  year  during  that  same  period.  Since  the 
number  of  beneficiaries  remained  virtually  unchanged  at  around  22  million,  the 
growth  in  Medicaid  spending  was  attributable  to  increases  in  prices  and  utilization 
per  beneficiary. 

Medicaid  expenditures  grew  relatively  slowly  during  the  1981-1988  period,  at  an 
annual  rate  of  about  9  percent.  Medicare  and  private  health  insurance  spending 
grew  at  10  percent  and  12  percent,  respectively,  and  national  health  expenditures 
grew  at  about  10  percent.  As  in  the  previous  period,  the  growth  in  Medicaid  TABLE 
1  expenditures  primarily  reflected  price  increases  and  increases  in  utilization  per 
beneficiary;  the  number  of  beneficiaries  grew  only  slightly  during  the  period,  reach- 
ing about  23  million  in  1988.  Indeed,  in  spite  of  the  effects  of  the  1981-1982  reces- 
sion, the  number  of  Medicaid  beneficiaries  actually  fell  slightly  between  1981  and 
1983.  Several  factors  contributed  to  that  decline,  particularly  cutbacks  in  the  AFDC 
program  combined  with  new  Medicaid  options  that  granted  states  greater  flexibility 
in  determining  which  groups  of  children  to  cover.  Although  the  Congress  authorized 
expanding  eligibility  for  children  and  pregnant  women  beginning  in  1984,  the  early 
expansions  were  tied  to  categorical  eligibility  for  welfare  and  did  not  have  a  major 
impact  on  the  number  of  beneficiaries. 

The  1988-1993  trends  represented  a  break  with  past  patterns.  Previously,  the 
growth  in  Medicaid  spending  had  trailed  behind  that  of  private  health  insurance 
and  Medicare.  During  the  1988-1993  period,  however,  Medicaid  expenditures  soared, 
rising  at  an  average  annual  rate  of  about  16  percent,  although  national  health  ex- 
penditures grew  at  less  than  10  percent.  Private  health  insurance  expenditures 
grew  at  about  10  percent  during  the  period,  and  Medicare  spending  grew  at  less 
than  12  percent.  The  most  striking  increases  occurred  between  1990  and  1992,  when 
Medicaid  spending  jumped  by  over  40  percent.  Several  factors  contributed  to  Medic- 
aid's dramatic  growth:  sharp  rises  in  Medicaid  enrollment,  increased  payments  to 
providers,  and  financing  schemes  and  disproportionate  share  pajmients. 


64 

Rapid  Increases  in  Medicaid  Enrollment 

In  contrast  to  earlier  periods,  1988  to  1993  was  marked  by  swift  growth  in  the 
number  of  Medicaid  beneficiaries.  Not  only  did  the  number  of  children  covered  by 
the  program  increase  sharply,  but  enrollment  of  population  groups  that  are  more 
costly  to  serve  also  grew  rapidly. 

Expansions  m  Eligibility.  Beginning  in  1984  and  continuing  through  1990,  the 
Congress  authorized  a  series  of  mandatory  and  optional  expansions  in  Medicaid  eli- 
gibility. Low-income  children  and  pregnant  women  were  the  primary  focus  of  those 
expansions,  but  the  target  populations  also  included  the  elderly  and  the  disabled. 

Of  particular  importance  were  the  options  granted  to  the  states  in  the  Omnibus 
Budget  Reconciliation  Act  of  1986,  which  severed  the  required  link  between  Medic- 
aid and  welfare  eligibility.  A  rapid  succession  of  mandates  and  options  for  covering 
low-income  children  and  pregnant  women  followed,  as  well  as  requirements  for  cov- 
ering low-income  Medicare  beneficiaries.  The  most  recent  mandatory  expansion  of 
the  program,  authorized  in  the  Omnibus  Budget  Reconciliation  Act  of  1990,  requires 
states  to  provide  coverage  to  all  poor  children  under  19  who  were  bom  after  Septem- 
ber 30,  1983.  That  requirement  means  that  mandatory  expansions  in  Medicaid  eligi- 
bility will  continue  under  current  law  through  2002. 

Such  expansions  in  eligibility,  along  with  efforts  to  streamline  the  eligibility  proc- 
ess, have  brought  about  large  increases  in  the  number  of  Medicaid  beneficiaries  who 
do  not  receive  cash  welfare  benefits.  The  number  of  those  beneficiaries  rose  at  an 
average  annual  rate  of  about  17  percent  between  1988  and  1993,  having  risen  at 
an  average  rate  of  about  3  percent  between  1981  and  1988.  By  1993,  over  40  percent 
of  Medicaid  beneficiaries  did  not  receive  cash  welfare  benefits,  compared  with  less 
than  30  percent  in  1988.  Much  of  that  increase,  however,  was  among  children,  who 
are  the  least  expensive  beneficiaries  to  cover.  The  proportion  of  total  expenditures 
attributable  to  beneficiaries  who  do  not  receive  cash  benefits  increased  only  slightly 
over  the  period. 

Although  Medicaid  expansions  increased  the  number  of  Medicaid  beneficiaries 
substantially  over  the  late  1980s  and  1990s,  many  of  those  new  beneficiaries  might 
otherwise  have  been  covered  by  private  insurance.  A  recent  academic  study  found 
that  workers  were  less  likely  to  participate  in  employer-sponsored  insurance  if  they 
had  family  members  who  were  eligible  for  Medicaid. ^  The  study  also  found  some  evi- 
dence that  when  those  workers  did  participate  in  employer-sponsored  insurance, 
many  opted  for  individual  rather  than  family  coverage. 

Effects  of  the  Recession.  The  1990-1991  recession  sparked  greater  enrollment  in 
the  Medicaid  program  because  more  families  received  cash  welfare  benefits  and 
fewer  families  had  access  to  employer-sponsored  health  insurance.  It  is  not  possible, 
however,  to  isolate  the  effects  of  the  recession  from  other  factors  affecting  enroll- 
ment growth. 

The  number  of  Medicaid  beneficiaries  who  received  cash  welfare  payments  re- 
mained virtually  constant  at  about  16.5  million  throughout  the  1980s.  Consistent 
with  the  effects  of  a  recession,  that  number  increased  to  17.2  million  in  1991  and 
18.8  million  in  1992.  But  the  number  continued  to  rise  to  19.6  million  in  1993,  even 
when  the  economy  was  expanding.  Moreover,  to  some  extent,  the  growth  in  the  en- 
rollment of  Medicaid  beneficiaries  who  were  eligible  for  cash  welfare  benefits  itself 
spurred  growth  in  welfare  caseloads.  Some  states  began  conducting  aggressive  out- 
reach efforts  to  enroll  children  and  pregnant  women  m  Medicaid  in  the  early  1990s 
and,  in  so  doing,  identified  families  who  were  eligible  for  cash  welfare  benefits  but 
were  not  receiving  them.  The  recession  also  caused  other  low-income  individuals 
and  families  to  enroll  in  the  Medicaid  program,  as  they  lost  their  jobs  or  faced  re- 
duced hours  of  work. 

Increases  in  High-Cost  Beneficiaries.  Medicaid  expenditures  depend  not  only  on 
the  total  number  of  beneficiaries  but  also  on  their  distribution  among  the  different 
categories  of  eligibility.  For  a  given  number  of  beneficiaries,  the  higher  the  propor- 
tion of  elderly  and  disabled  beneficiaries,  the  greater  spending  will  be.  The  propor- 
tion of  pregnant  women  among  the  nondisabled  adult  population  also  has  an  impor- 
tant impact  on  spending. 

The  number  of  disabled  Medicaid  beneficiaries  expanded  rapidly  in  the  early 
1990s,  rising  from  3.5  million  in  1988  to  5  million  in  1993 — an  increase  of  44  per- 
cent. Over  that  period,  Medicaid  expenditures  for  the  disabled  grew  from  about  $19 
billion  to  about  $40  billion — an  increase  of  over  100  percent.  Factors  contributing 
to  the  growth  in  the  disabled  population  included  expansions  in  the  Supplemental 
Security  Income  program  for  cnildren  and  increasing  numbers  of  beneficiaries  with 


3  David  M.  Cutler  and  Jonathan  Gruber,  Does  Public  Insurance  Crowd  Out  Private  Insurance? 
Working  Paper  No.  5082  (Cambridge,  Mass:  National  Bureau  of  Economic  Research,  1995). 
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mental  illness.  The  number  of  disabled  beneficiaries  is  expected  to  expand  more  rap- 
idly than  total  beneficiaries  for  the  remainder  of  the  decade. 

The  expansions  in  eligibility  for  pregnant  women  during  the  1988-1993  period  also 
brought  into  the  Medicaid  program  a  beneficiary  group  that,  by  definition,  has  ex- 
tensive acute  medical  care  needs.  The  number  of  nondisabled  adult  beneficiaries 
who  did  not  receive  cash  welfare  pajmients  more  than  doubled  over  the  period — from 
1.4  million  to  2.9  million — and  payments  for  that  group  rose  from  $1.5  billion  to  $6.5 
billion. 

Increases  in  Payments  to  Providers 

During  the  1980s,  providers  in  several  states  filed  lawsuits  challenging  the  rea- 
sonableness and  adequacy  of  Medicaid's  reimbursement  rates  for  hospitals  and  nurs- 
ing homes  Those  lawsuits  were  filed  under  the  Boren  Amendment  (originally  en- 
acted as  part  of  the  Omnibus  Reconciliation  Act  of  1980  and  expanded  in  the  Omni- 
bus Budget  Reconciliation  Act  of  1981),  which  required  states  to  pay  rates  that  were 
"reasonable  and  adequate"  to  meet  those  costs  that  would  be  incurred  by  "efficiently 
and  economically  operated"  facilities.  A  decision  by  the  U.S.  Supreme  Court  in  1990 
established  that  providers  have  an  enforceable  right  to  such  rates  and  that  they 
may  sue  state  officials  for  declaratory  and  injunctive  relief. 

Following  the  Supreme  Court's  ruling,  decisions  favoring  providers  were  handed 
down  in  several  states.  The  mere  threat  of  a  suit  under  the  Boren  Amendment  may 
have  been  sufficient  to  make  some  states  increase  pajrments.  Even  though  recent 
court  decisions  have  favored  the  states  in  suits  brought  under  the  Boren  Amend- 
ment, the  National  Governors'  Association  is  trying  to  have  the  amendment  re- 
pealed. Some  states  are  concerned  that  the  Boren  Amendment  limits  their  ability 
to  use  managed  care  effectively  to  control  Medicaid  expenditures.  It  is  not  clear, 
however,  what  effect  repealing  the  Boren  Amendment  would  have  on  Medicaid 
spending. 

Financing  Schemes  and  Disproportionate  Share  Payments 

In  the  late  1980s  and  early  1990s,  many  states  developed  financing  schemes  to 
generate  part  of  their  share  of  Medicaid  expenditures.  Those  schemes,  which  in- 
volved voluntary  donations  from  providers,  taxes  on  providers,  and  inter-govern- 
mental transfers,  drew  down  federal  matching  dollars  for  what  were  often  illusory 
Medicaid  expenditures."*  Such  financing  mechanisms  were  closely  linked  to  the  rapid 
growth  in  DSH  payments  that  occurred  during  the  period  (sometimes  as  a  response 
to  actual  or  potential  litigation  under  the  Boren  Amendment).  According  to  re- 
searchers at  the  Urban  Institute,  DSH  payments  rose  from  less  than  $1  billion  in 
1990  to  more  than  $17  billion  in  1992.^  But  taxes  or  donations  from  providers  al- 
most certainly  offset  some  of  the  state  share  of  those  amounts.  Consequently,  the 
actual  spending  on  health  services  attributable  to  DSH  was  less  than  nominal  DSH 
payments. 

CBO'S  SPENDING  PROJECTIONS 

Under  current  law,  the  Congressional  Budget  Office  projects  that  the  federal 
share  of  Medicaid  payments  will  rise  from  $89  billion  in  1995  to  $232  billion  in 
2005,  which  represents  an  average  annual  rate  of  growth  of  10  percent  (see  Table 
2).  The  Medicaid  projections  developed  by  the  Office  of  Management  and  Budget 
(0MB)  are  lower  than  CBO's.  0MB  assumed  that  lower-than-anticipated  spending 
in  1994  represented  a  change  in  the  program  that  would  be  sustained  throughout 
the  projection  period.  By  contrast,  CBO  projects  that  growth  will  return  to  more  his- 
torical levels. 


"*  General  Accounting  Office,  Medicaid:  States  Use  Illusory  Methods  to  Shift  Program  Costs  to 
the  Federal  Government  (August  1994). 

^John  Holahan,  David  Liska,  and  Karen  Obermaier,  Medicaid  Expenditures  and  Beneficiary 
Trends,  1988-1993  (Washington,  D.C.:  Urban  Institute,  September  1994). 
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TABLE  2.— PROJECTIONS  OF  THE  FEDERAL  SHARE  OF  MEDICAID  EXPENDITURES  AND  THE  NUMBER 

OF  BENEFICIARIES,  1995-2005 

[By  fiscal  year] 

Average  Annual 
Growth  Rate, 
1995-2005 
1995      1996      1997      1998      1999      2000      2001      2002      2003      2004      2005  (Percent) 

Billions  of  Dollars: 

Benefits  77  87  96  108  119  132  146  160  176  193  211  10.6 

DSH  Payments  9  9  9  10  10  11  11  11  11  11  12  3.2 

Administration  3  4  4  5  5  6  6  7  7  8  9  10.1 

Total  89  99  110  122  135  148  163  178  195  212  232  10.0 

Millions  of  People: 

Beneficiaries 36.8  38.4  40.0  41.2  42.4  43.7  44.9  45.9  47.0  48.1  49.1  2.9 

Comparison  of  Medicaid  Projections  in  billions  of  dollars. 

CBO  89  99  110  122  135  148  163  178  195  212  232  10.0 

0MB 88  96  105  115  125  136  149  163  178  194  212  9,2 

SOURCE:  Congressional  Budget  Office  and  the  Office  of  Management  and  Budget 
NOTES;  Numbers  may  not  add  to  totals  because  of  rounding 
DSH  =  disproportionate  share  hospital 

Four  factors  drive  CBO's  projections  of  Medicaid  expenditures  for  the  next  several 
years:  growth  in  beneficiaries,  price  increases,  disproportionate  share  payments,  and 
residual  growth.  The  contribution  of  those  factors  to  increased  growth  cannot  be  es- 
timated with  precision,  in  part  because  each  factor  interacts  with  all  of  the  others. 
Moreover,  the  usual  uncertainty  associated  with  projections  of  federal  spending  is 
compounded  in  the  case  of  Medicaid,  in  which  decisions  affecting  federal  spending 
are  made  at  both  federal  and  state  levels. 

Growth  in  Beneficiaries 

The  total  number  of  Medicaid  beneficiaries  is  expected  to  increase  from  36.8  mil- 
lion in  1995  to  49.1  million  in  2005.  Some  expansion  in  eligibility  will  occur  because 
current  law  requires  states  to  phase  in  coverage  of  poor  children.  However,  since 
children  are  the  least  costly  group  of  beneficiaries  and  only  one  age  cohort  is  being 
added  each  year,  those  additions  should  not  prompt  rapid  growth  in  expenditures. 
The  numbers  of  children  and  pregnant  women  covered  by  the  program  are  also  like- 
ly to  increase  as  a  result  of  expansions  initiated  by  states  and  authorized  under  sec- 
tion 1902(r)(2)  of  the  Social  Security  Act.  But  the  number  and  magnitude  of  such 
expansions  are  highly  uncertain. 

The  growth  in  the  number  of  disabled  Medicaid  beneficiaries  is  expected  to  exceed 
that  of  the  overall  number  of  beneficiaries^-4.1  percent  a  year  versus  2.9  percent. 
Such  rapid  growth  reflects  the  continuing  effects  of  the  Social  Security  Administra- 
tion's outreach  to  the  disabled  population,  a  broader  interpretation  of  disabilitv  than 
in  earlier  years,  and  a  growing  number  of  individuals  reaching  ages  at  which  a 
higher  incidence  of  disability  occurs.  In  part  because  of  that  increase  in  high-cost 
beneficiaries,  about  45  percent  of  projected  growth  in  overall  Medicaid  spending 
stems  from  increases  in  caseload. 

Price  Inflation 

CBO  uses  various  inflation  factors  to  reflect  increases  in  the  cost  of  providing 
Medicaid  services.  Each  state  has  discretion  in  setting  payment  rates  for  providers 
and  in  updating  those  rates.  Those  increases  may  use  some  form  of  the  hospital 
market  basket  index,  other  state  price  inflators,  state  legislation,  and  negotiations 
between  agencies  and  providers.  Generally,  national  measures  of  inflation  at  most 
affect  states'  payment  rates  only  indirectly,  making  projections  of  price  inflation  for 
Medicaid  highly  uncertain.  CBO  estimates  that  over  the  1995-2005  period,  changes 
in  prices  will  account  for  approximately  30  percent  of  the  projected  increase  in  Med- 
icaid outlays. 

Disproportionate  Share  Payments 

The  Congress  took  action  in  1991  to  limit  the  use  of  provider  taxes  and  donations 
and  also  to  place  a  cap  on  the  growth  of  DSH  pajmients.  The  Omnibus  Budget  Rec- 
onciliation Act  of  1993  enacted  further  restrictions  on  DSH  payments.  It  is  still  too 
early  to  assess  the  full  impact  of  those  provisions,  but  DSH  payments  fell  in  1993 
and  1994  and  rapid  growth  in  the  future  is  unlikely.  CBO  projects  that  DSH  pay- 
ments will  increase  by  5  percent  a  year  through  1999  and  then  grow  at  2  percent 
annually  for  the  remainder  of  the  projection  period.  Thus,  DSH  payments  are  as- 
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sumed  to  be  a  decreasing  share  of  overall  Medicaid  expenditures  over  time.  CBO 
projects  that  DSH  payments  will  account  for  a  small  percentage  of  overall  Medicaid 
growth  during  the  1995-2005  period. 

Residual  Growth 

Finally,  CBO's  projections  assume  that  all  other  factors  combined  will  increase 
Medicaid  spending  by  about  3  percent  a  year  over  the  projection  period.  That  resid- 
ual growth  factor  encompasses  state  innovations,  changes  in  utilization,  the  use  of 
more  complex  technologies,  changes  in  the  benefit  packages  that  states  offer,  in- 
creases in  payment  rates  above  general  inflation,  changes  in  the  use  of  alternative 
financing  mechanisms  to  generate  federal  dollars,  and  the  impacts  of  section  1115 
waivers  and  managed  care. 

Although  some  of  those  factors  may  be  budget  neutral  or  serve  to  reduce  Medicaid 
outlays,  the  net  effect  of  all  of  them  combined  accounts  for  about  25  percent  of  over- 
all growth  in  Medicaid  expenditures  over  the  projection  period.  Three  of  the  factors 
are  of  particular  importance  for  federal  policy:  alternative  financing  mechanisms, 
section  1115  waivers,  and  the  use  of  managed  care. 

The  Medicaid  Voluntary  Contribution  and  Provider  Specific  Tax  Amendments  of 
1991  limited  the  ability  of  states  to  generate  federal  matching  dollars  without  cor- 
responding state  expenditures.  But  other  mechanisms  for  achieving  that  goal — such 
as  intergovernmental  transfers — still  exist.  Quite  possibly,  the  use  of  intergovern- 
mental transfers  will  expand  in  the  future  or  states  will  develop  new  mechanisms 
to  draw  down  federal  matching  payments. 

Several  states  have  obtained — or  are  seeking — statewide  demonstration  waivers 
under  section  1115  of  the  Social  Security  Act.  The  purposes  of  those  waivers  are 
generally  to  enroll  more  Medicaid  beneficiaries  in  managed  care  and  to  expand  in- 
surance coverage  to  poor  and  near-poor  population  groups.  Although  12  states  now 
have  waivers  approved  and  an  additional  9  states  nave  waiver  applications  under 
review,  the  number  of  states  that  will  actually  obtain  and  implement  waivers  (and 
over  what  time  period)  is  extremely  uncertain.  Some  of  the  states  that  have  had 
waivers  approved,  for  example,  are  now  backing  away  from  or  postponing  implemen- 
tation. 

The  implications  of  the  waivers  for  projections  of  Medicaid  outlays  are  further 
complicated  by  the  terms  and  conditions  of  the  Health  Care  Financing  Administra- 
tion (HCFA)  governing  budget  neutrality.  Any  expansions  of  coverage  under  the 
waivers  are  supposed  to  be  budget  neutral.  Because  of  the  ways  in  which  budget 
neutrality  is  denned,  however,  as  well  as  the  uncertainty  surrounding  projections 
of  the  states'  Medicaid  expenditures  in  the  absence  of  waivers,  determining  whether 
a  waiver  would  indeed  be  budget  neutral  is  difficult. 

Many  states,  with  the  encouragement  of  the  federal  government,  are  also  moving 
quickly  to  enroll  Medicaid  beneficiaries  in  managed  care  plans,  both  to  iiryprove  ac- 
cess to  care  and  to  control  costs.  Managed  care  has  been  shown  to  be  effective  in 
a  variety  of  acute  care  settings,  but  the  evidence  to  date  on  the  effectiveness  of  man- 
aged care  in  containing  Medicaid  costs  is  limited.^  Moreover,  most  states  have  con- 
centrated thus  far  on  developing  managed  care  options  for  children  and  nondisabled 
adults,  and  those  groups  account  for  only  about  one-third  of  Medicaid  spending.  It 
will  be  more  difficult  to  develop  appropriate  and  cost-saving  models  of  managed  care 
for  elderly  and  disabled  beneficiaries,  who  account  for  the  bulk  of  Medicaid  expendi- 
tures.'' Although  such  models  are  being  developed,  states  may  find  it  difficult  to 
achieve  major  savings  from  managed  care  in  the  near  future. 

MEETING  THE  REQUIREMENTS  OF  THE  BUDGET  RESOLUTION 

The  report  of  the  House  Budget  Committee  on  the  House  budget  resolution  sug- 
gests that  total  federal  Medicaid  spending  for  the  1996-2002  period  should  be  about 
$770  billion.  That  amount  would  represent  a  reduction  of  about  $185  billion  from 
CBO's  projected  expenditures  under  current  law.  The  Senate's  version  of  the  budget 
resolution  envisions  similar  amounts,  suggesting  a  reduction  in  federal  Medicaid 
spending  of  about  $175  billion  over  the  same  period. 

Those  goals  are  ambitious.  The  House  resolution  assumes  an  average  annual 
growth  rate  for  federal  Medicaid  outlays  of  4.5  percent  between  1995  and  2002.  That 
figure  compares  with  an  estimated  10.4  percent  average  annual  rate  of  growth  for 
the  same  period  under  current  law.  Recent  growth  rates  for  federal  Medicaid  outlays 
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have  been  even  higher,  reaching  an  estimated  16.8  percent  on  average  between  1990 
and  1995. 

The  Congress  could  consider  a  number  of  programmatic  and  financial  policies  to 
achieve  the  budget  resolution's  federal  spending  levels  for  Medicaid.  Programmatic 
policies  could  alter  eligibility  rules  for  enrollment  or  reduce  the  services  covered  by 
the  program.  Financial  policies  could  alter  the  way  in  which  the  federal  government 
pays  for  Medicaid  but  let  the  states  decide  whether  to  change  eligibility  rules,  cov- 
erage, or  the  way  in  which  services  are  delivered.  Examples  of  such  policies  include 
making  reductions  in  the  federal  matching  formula,  imposing  caps  on  federal  match- 
ing pajmients  to  states,  and  providing  block  grants  to  states.  Material  from  the 
House  Budget  Committee,  for  example,  discusses  the  option  of  turning  federal  Med- 
icaid expenditures  into  a  block  grant  to  the  states. 

Developing  a  specific  Medicaid  policy  to  meet  the  federal  spending  targets  poses 
a  number  of  issues:  the  extent  of  state  flexibility  in  administering  Medicaid,  the  al- 
location of  federal  funds  among  states,  and  the  impacts  on  access  to  and  quality  of 
health  care  for  the  eligible  population. 

Giving  the  States  More  Flexibility 

Although  state  Medicaid  programs  vary  considerably  in  eligibility  criteria,  bene- 
fits, delivery  systems,  and  reiniDursement  rates  for  providers,  federal  requirements 
restrict  those  variations.  Advocates  would  argue  that  such  requirements  are  essen- 
tial to  ensure  access  to  care  for  the  most  vulnerable  populations,  provide  some  safe- 
guards on  the  quality  of  care,  and  place  limits  on  the  growth  of  the  program.  Many 
states,  however,  believe  that  federal  restrictions  limit  their  ability  to  design  fiscally 
prudent  Medicaid  programs  to  meet  the  health  care  needs  of  their  low-income  popu- 
lations. The  federal  government,  for  example,  specifies  which  population  groups 
Medicaid  must  cover  and  the  optional  groups  that  a  state  may  cover  if  it  chooses. 
Similarly,  federal  law  specifies  the  services  that  must  be  provided  as  part  of  the 
Medicaid  benefit  package  and  the  services  that  may  be  included  at  a  state's  option. 
With  a  few  specific  exceptions,  services  offered  to  all  categorically  needy  oene- 
ficiaries  must  oe  comparalble  in  terms  of  amount,  duration,  and  scope.  The  benefit 
package  must  be  uniform  throughout  the  state,  and  beneficiaries  must  be  free  to 
choose  their  providers  from  among  those  who  are  qualified  and  agree  to  provide 
services  to  Medicaid  beneficiaries. 

Federal  policy  has  also  affected  the  reimbursement  rates  for  providers.  The  Boren 
Amendment  specifies  that  states  must  pay  hospitals  and  nursing  homes  rates  that 
are  reasonable  and  adequate  to  meet  the  costs  of  efficiently  and  economically  oper- 
ated facilities.  In  addition,  federal  law  requires  that  Medicaid  payments  to  providers 
be  sufficient  to  ensure  access  to  covered  services  for  Medicaid  beneficiaries  (to  the 
extent  that  those  services  are  available  to  the  general  population  in  the  area  in 
which  they  live).  States  must  also  submit  annual  plans  to  HCFA  specifying  their 
Medicaid  fees  for  obstetric  and  pediatric  services. 

In  certain  circumstances,  states  can  obtain  weiivers  from  particular  federal  re- 
quirements for  the  Medicaid  program.  Many  states,  for  example,  have  obtained 
waivers  to  provide  a  broad  range  of  home-  and  community-based  services  to  elderly 
and  disabled  beneficiaries  who  are  at  risk  for  institutionalization.  Similarly,  states 
have  used  waiver  authority  to  develop  managed  care  programs  for  selected  cat- 
egories of  Medicaid  beneficiaries.  As  discussed  earlier,  some  states  are  now  using 
the  1115  waiver  process  both  to  develop  managed  care  programs  and  to  expand 
Medicaid  coverage  to  new  population  groups. 

Although  waivers  have  certainly  given  the  states  some  flexibility  to  adapt  their 
programs  to  changing  needs  and  fiscal  realities,  the  waiver  process  itself  can  be  slow 
and  cumbersome.  Moreover,  even  with  waiver  authority,  the  requirements  that 
states  must  meet  are  still  considerable.  Many  governors,  therefore,  want  the  Con- 
gress to  grant  the  states  much  more  independence  to  design  their  own  Medicaid  pro- 
grams. 

The  Congress  could  grant  more  flexibility  to  the  states  in  a  variety  of  ways.  It 
could  maintain  the  basic  structure  and  entitlement  features  of  the  program,  for  ex- 
ample, but  give  the  states  the  freedom  to  enroll  beneficiaries  in  managed  care  and 
to  contract  with  providers  without  having  to  obtain  waivers.  That  type  of  approach 
woiild  potentially  allow  the  states  to  develop  innovative  delivery  systems,  while 
maintaining  considerable  federal  control  over  eligibility  for  the  Medicaid  program. 

Alternatively,  states  could  be  given  a  pure  blocK  grant  to  pay  for  health  services 
to  the  poor,  without  any  federal  requirements.  That  option  would  essentially  allow 
the  states  to  design  their  own  programs  with  minimal  federal  oversight. 

Other  models  for  block  grants  might  place  restrictions  on  the  states  and  require 
some  accountability  to  the  federal  government.  The  Congress  could,  for  example,  de- 
sign a  block  grant  program  that  required  a  certain  minimum  level  of  state  expendi- 
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tures  for  a  state  to  receive  its  Medicaid  block  grant  funds.  Some  policy-makers  be- 
lieve that  maintaining  a  matching  requirement  would  be  necessary  to  ensure  that 
states  continued  to  spend  their  own  resources  for  Medicaid. 

Medicaid  block  grants  could  also  be  structured  to  ensure  some  minimum  level  of 
coverage  for  certain  population  groups.  The  Congress  could  establish,  for  example, 
separate  block  grants  for  the  aged,  disabled,  adults,  and  children.  Or  states  could 
be  required  to  spend  some  minimum  proportions  of  a  single  block  grant  on  each  of 
those  groups.  Alternatively,  states  might  be  required  to  spend  some  minimum  pro- 
portion of  a  block  grant  on  particular  tjT)es  of  services.  At  the  broadest  level,  for 
example,  states  might  be  required  to  allocate  minimum  proportions  of  a  block  grant 
to  acute  and  long-term  care  services,  or  separate  block  grants  might  be  established 
for  each  of  those  service  categories. 

Allocating  Federal  Funds  Among  the  States 

The  way  federal  Medicaid  dollars  are  currently  distributed  among  the  states  re- 
sults from  interactions  among  a  wide  range  of  programmatic,  sociodemographic,  fis- 
cal, and  behavioral  factors.  The  distribution  also  reflects  30  years  of  decisions  by 
the  federal  government  and  the  states,  which  vary  greatly  in  the  priorities  that  they 
place  on  providing  health  care  to  the  poor.  Consequently,  any  attempt  to  change  the 
way  federal  Medicaid  dollars  are  allocated  among  the  states  would  pose  both  pro- 
grammatic and  political  challenges. 

Changing  Medicaid  from  an  open-ended  entitlement  to  a  program  in  which  federal 
Medicaid  expenditures  were  capped,  or  otherwise  constrained,  would  inevitably  raise 
controversial  questions  about  how  federal  funds  should  be  allocated  among  the 
states.  One  could  surely  develop  allocation  formulas  based  on  such  seemingly  objec- 
tive criteria  as  a  state's  fiscal  capacity  and  the  distribution  of  poor  people  with  par- 
ticular health  care  needs.  But  using  those  criteria,  which  the  current  federal  match- 
ing formula  reflects  in  only  a  limited  way,  could  result  in  a  major  redistribution  of 
federal  Medicaid  dollars  among  the  states. 

If  the  Congress  decided  to  convert  the  Medicaid  program  into  some  form  of  block 
grant,  allocation  issues  would  probably  become  paramount.  Both  the  initial  distribu- 
tion of  block  grant  funds  among  the  states  and  how  those  amounts  should  grow  over 
time  would  raise  important  policy  questions. 

A  fundamental  question  for  the  initial  allocation  of  a  Medicaid  block  grant  would 
be  whether  that  allocation  should  reflect  the  current  distribution  of  federal  dollars 
among  the  states  or  whether  some  immediate  adjustment  to  reflect  the  relative 
needs  and  resources  of  the  states  would  be  appropriate.  Related  issues  would  in- 
clude the  choice  of  a  base  year,  how  DSH  payments  should  be  allocated,  the  treat- 
ment of  states  with  1115  waivers,  and  the  treatment  of  states  that  have  already 
made  aggressive  efforts  to  control  Medicaid  spending  by  improving  efficiency. 

Whether  the  amounts  allocated  to  individual  states  should  grow  at  the  same  or 
varying  rates  would  also  be  a  complex  and  controversial  policy  decision.  Differential 
growth  rates  would  allow  policymakers  to  reallocate  Medicaid  funds  over  time 
among  the  states  to  reflect  varying  growth  rates  in  the  states'  low-income  popu- 
lations and  other  federal  policy  priorities.  Complicating  that  long-term  policy  consid- 
eration is  the  question  of  whether  Medicaid  should  also  respond  to  short-term 
changes  in  the  relative  economic  circumstances  of  the  states.  Mechanisms  that 
would  allow  growth  rates  to  vary  over  either  the  short  or  the  long  term  would  be 
much  more  difficult  to  construct  than  an  approach  based  on  a  uniform  growth  rate 
for  all  of  the  states. 

Ensuring  Access  to  and  Quality  of  Care 

Limiting  the  growth  of  federal  Medicaid  expenditures  would  raise  concerns  about 
possible  adverse  impacts  on  access  to  care  or  the  quality  of  care.  Those  issues  are 
not  new  for  Medicaid,  but  they  would  probably  become  more  significant  with  tight- 
ening fiscal  constraints.  The  states  may  be  given  more  flexibility  to  manage  their 
Medicaid  programs.  Under  those  circumstances,  what  the  federal  role — if  any — 
should  be  in  ensuring  access  and  quality  remains  an  open  question. 

An  important  consideration  in  determining  the  impact  on  access  and  quality  is 
whether  Medicaid  can  take  advantage  of  competitive  developments  in  the  health 
care  market  that  may  help  balance  cost,  access,  and  quality  of  acute  care  services. 
States  have  increasingly  recognized  the  importance  of  improving  the  coordination  of 
health  services  and  the  management  of  care  as  central  features  in  meeting  health 
care  demand  in  a  cost-effective  manner.  Managed  care  arrangements  offer  greater 
predictability  in  budgeting  and  greater  control  over  future  cost  growth.  They  can 
also  ensure  access  to  care  for  Medicaid  beneficiaries  because  providers  have  contrac- 
tual obligations  to  provide  care  to  those  beneficiaries. 
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In  markets  where  strong  competition  exists  amongproviders,  state  Medicaid  pro- 
grams may  find  competitive  bidding  mechanisms  effective  in  keeping  costs  down 
while  maintaining  service  levels.  However,  providers  who  are  paid  on  a  capitated 
basis  may  control  the  use  of  health  services  too  stringently,  particularly  if  capitation 
payments  are  low.  Consequently,  to  ensure  that  state  Medicaid  programs  purchase 
health  services  prudently,  mechanisms  for  monitoring  the  services  provided  by 
health  plans  would  probably  be  necessary.  For  that  segment  of  the  Medicaid  bene- 
ficiary population  whose  health  care  needs  are  not  extraordinary — mothers  and  chil- 
dren— competitive  strategies  could  be  effective  in  meeting  program  objectives. 

How  to  address  access  and  quality  issues  for  the  elderly  and  disabled  populations 
in  Medicaid  is  less  clear.  Per  capita  expenditures  for  elderly  and  disabled  bene- 
ficiaries are  over  five  times  the  level  for  adults  and  children.  Such  higher  costs  re- 
flect the  mix  of  services  used  by  elderly  and  disabled  Medicaid  beneficiaries,  which 
includes  nursing  home  and  other  long-term  care  services.  In  addition,  individuals 
with  severe  disabilities  and  chronic  illnesses  are  more  likely  to  depend  on  the  care 
of  specialists,  even  for  services  that  would  otherwise  be  considered  primary  care  in 
nature.  Managed  care  approaches  for  those  populations  remain  under  development, 
leaving  near-term  prospects  for  cost  savings  uncertain.  Consequently,  in  terms  of  ac- 
cess to  and  quality  of  care,  substantial  reductions  in  Medicaid  spending  could  have 
particularly  serious  implications  for  elderly  and  disabled  beneficiaries. 

Other  strategies  to  maintain  access  to  and  quality  of  care  for  Medicaid  bene- 
ficiaries are  possible.  Options  include  limiting  covered  services  and  shifting  the 
focus  of  the  program  toward  prevention  and  primary  care  services.  A  critical  choice 
may  be  whether  to  provide  comprehensive  services  for  a  limited  number  of  bene- 
ficiaries or  to  provide  a  more  limited  range  of  services  for  a  broader  group  of  bene- 
ficiaries. Those  considerations,  coupled  with  adopting  new  service  delivery  models 
and  eliminating  some  restrictions  on  the  management  of  services,  could  all  factor 
into  a  redesigned  Medicaid  program. 

CONCLUSION 

Many  of  the  nation's  governors  are  now  seeking  less  federal  control  of  the  Medic- 
aid program  to  enable  the  states  to  meet  the  health  care  needs  of  their  low-income 
populations  more  effectively.  The  desire  of  the  states  for  greater  flexibility  plus  the 
intent  of  the  Congress  to  reduce  significantly  the  rate  of  growth  of  federal  Medicaid 
spending  make  the  program  ripe  for  change.  But  improving  efficiency  by  itself  al- 
most certainly  could  not  achieve  reductions  in  the  rate  of  growth  of  the  order  of 
magnitude  being  discussed.  Some  combination  of  cutbacks  in  eligibility,  covered 
services,  or  pa3anents  to  providers  would  probably  be  necessary.  How  to  limit  pro- 
gram growth  in  an  appropriate  way  is  the  challenge  facing  the  Congress  and  the 
states. 

Appendix 

state  medicaid  and  poverty  data 

TABLE  A-1.— STATE  STATISTICS  ON  MEDICAID  EXPENDITURES  AND  POVERTY,  1993. 
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Total  Medicaid 
Expenditures  (In 
millions  of  dol- 
lars) 


Federal  Medicaid 
Expenditures  (In 
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Percentage 
of  All  Fed- 
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Percentage 
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Alaska  

Alabama  

Arkansas  

Arizona  

California  

Colorado  

Connecticut 

District  of  Columbia 

Delaware  

Florida  

Georgia  

ffawaii  

Iowa 

Idaho  

Illinois  


301.1 

160.6 

0.2 

50.0 

52 

0.1 

1,635.9 

1,170.9 

1.6 

71.5 

725 

1.8 

1,017.8 

758.0 

1.0 

74.4 

484 

1.2 

1,375.4 

918.3 

1.3 

65.9 

615 

1.6 

14,060.9 

7,043.4 

9.8 

50.0 

5,803 

14.8 

1,281.1 

700.5 

1.0 

54.4 

354 

0.9 

1,992.9 

999.8 

1.4 

50.0 

277 

0.7 

654.6 

327.7 

0.5 

50.0 

158 

0.4 

251.0 

126.2 

0.2 

50.0 

73 

0.2 

4,861.8 

2,680.7 

3.7 

55.0 

2,507 

6.4 

2,766.1 

1,723.8 

2.4 

62.1 

919 

2.3 

385.7 

193.6 

0.3 

50.0 

91 

0.2 

959.0 

603.8 

0.8 

62.7 

290 

0.7 

291.0 

207.7 

0.3 

71.2 

150 

0.4 

4,908.1 

2,461.9 

3.4 

50.0 

1,600 

4.1 
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TABLE  A-L— STATE  STATISTICS  ON  MEDICAID  EXPENDITURES  AND  POVERTY.  1993.— Continued 


state 


Total  Medicaid 
Expenditures  (In 
millions  of  dol- 
lars) 


Federal  Medicaid 
Expenditures  (In 
millions  of  dol- 
lars) 


of  All  Fed- 

Federal 

Poverty  Pop- 

eral Medic- 

Matching 

ulation  (In 

aid  Expendi- 

Percentage 

thousands) 

tures 

Percentage 
of  U.S.  Pov- 
erty Popu- 
lation 


Indiana  2,785.7  1,763.4  2.4  63.2  704  1.8 

Kansas  1,073.4  624.5  0.9  58.2  327  0.8 

Kentucky  1,823.7  1,309.3  1.8  71.7  763  1.9 

Louisiana  3,906.3  2,888.3  4.0  73.7  1,119  2.8 

Massachusetts  3,976.1  1,996.8  2.8  50.0  641  1.6 

Maryland  1,972.2  989.8  1.4  50.0  479  1.2 

Maine  827.9  511.9  0.7  61.8  196  0.5 

Michigan  4,403.5  2,465.8  3.4  55.8  1,475  3.8 

Minnesota 2,138.8  1,184.5  1.6  54.9  506  1.3 

Missouri 2,244.6  1,356.5  1.9  60.6  832  2.1 

Mississippi  1,175.2  928.9  1.3  79.0  639  1.6 

Montana  328.0  235.6  0.3  70.9  127  0.3 

North  Carolina 2,839.0  1,875.3  2.6  65.9  966  2.5 

North  Dakota  258.2  188.6  0.3  72.2  70  0.2 

Nebraska  560.0  344.2  0.5  61.3  169  0.4 

New  Hampshire 412.3  207.3  0.3  50.0  112  0.3 

New  Jersey 4,883.0  2,447.0  3.4  50.0  866  2.2 

New  Mexico  582.2  434.0  0.6  73.9  282  0.7 

Nevada  389.6  205.2  0.3  52.3  141  0.4 

New  York  18,015.0  9,033.3  12.5  50.0  2,981  7.6 

Ohio  5,161.5  3,114.7  4.3  60.3  1,461  3.7 

Oklahoma  1,075.8  753.4  1.0  69.7  662  1.7 

Oregon  946.8  592.3  0.8  62.4  363  0.9 

Pennsylvania  6,468.0  3,599.2  5.0  55.5  1,598  4.1 

Rhode  Island 820.4  440.7  0.6  53.6  108  0.3 

South  Carolina  1,639.4  1,170.8  1.6  71.3  678  1.7 

South  Dakota  264.0  188.0  0.3  70.3  102  0.3 

Tennessee 2,645.3  1,787.7  2.5  67.6  998  2.5 

Texas  7,030.3  4,544.2  6.3  64.4  3,177  8.1 

Utah  475.5  358.2  0.5  75.3  203  0.5 

Virginia 1,788.5  898.0  1.2  50.0  627  1.6 

Vermont 259.2  155.9  0.2  59.9  59  0.2 

Washmgton  2,263.1  1,249.8  1.7  55.0  634  1.6 

Wisconsin  2,094.0  1,269.7  1.8  60.4  636  1.6 

West  Virginia 1,199.7  915.6  1.3  76.3  400  1.0 

Wyoming 1311 900 0.1  67.1 64  0.2 

SOURCES:  Health  Care  Financing  Administration,  HCFA  Form-64;  Federal  Regi$ter.  vol.  59.  no.  221  (November  17,  1994);  and  the 
1994  Current  Population  Survey  of  the  Bureau  of  the  Census. 

NOTES;  Expenditures  do  not  include  administrative  costs.  Totals  do  not  include  U.S.  territories.  Expenditure  data  are  for  fiscal  years.  Poverty 
data  are  based  on  calendar  years. 

TABLE  A-2.— MEDICAID  EXPENDITURES  BY  STATE,  1988  AND  1993 

(By  fiscal  year) 


State 


Total  Medicare 

Total  Medicare 

Average  An- 

Percentage 
of  Total 

Percentage 
of  Total 

expenditures, 

expenditures, 

nual  Rate  of 

1988  (In  millions 
of  dollars) 

1993  (In  millions 
of  dollars) 

Grovrth, 
1988-1993 

penditures, 
1988 

penditures, 
1993 

102.8 

301.1 

24.0 

0.2 

0.2 

466.8 

1,635.9 

28.5 

0.9 

1.3 

428.4 

1,017.8 

18.9 

0.8 

0.8 

183.1 

1,375.4 

49.7 

0.4 

1.1 

5,592.7 

14,060.9 

20.0 

10.9 

11.2 

480.9 

1,281.1 

26.1 

0.9 

1.0 

834.7 

1,992.9 

19.0 

1.6 

1.6 

379.2 

654.6 

11.5 

0.7 

0.5 

100.9 

251.0 

20.2 

0.2 

0.2 

1,524.7 

4,861.8 

26.1 

3.0 

3.9 

1,136.0 

2,766.1 

19.5 

2.2 

2.2 

159.8 

385.7 

19.3 

0.3 

0.3 

Alaska  

Alabama  

Arkansas  

Arizona  

California  

Colorado 

Connecticut 

District  of  Columbia 

Delaware 

Florida 

Georgia  

Hawaii 
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TABLE  A-2— MEDICAID  EXPENDITURES  BY  STATE,  1988  AND  1993— Continued 

(By  fiscal  year) 

Total  Medicare  Total  Medicare  Average  An-  ''onolaf*  ''nn"ntaf' 

p. »                                        expenditures,  expenditures,  nual  Rate  of  u«Hi,-,ri  cv      u.hi,.,,.  L 

State                                     1988  (In  millions  1993  (In  millions  Grovrth,  "!.tf,l^-     t1?,  i 

of  dollars)  of  dollars)  1988-1993  P^ndrtures,  pendrtu^res, 

Iowa  477.1  959.0  15.0  0.9  0.8 

Idaho 118.5  291.0  19.7  0.2  0.2 

Illinois  1,915.0  4,908.1  20.7  3.7  3.9 

Indiana 1,024.0  2,785.7  22.2  2.0  2.2 

Kansas 328.9  1,073.4  26.7  0.6  0.9 

Kentucky  714.2  1,823.7  20.6  1.4  1.5 

Louisiana  939.4  3,906.3  33.0  1.8  3.1 

Massachusetts 2,078.4  3,976.1  13.9  4.0  3.2 

Maryland  931.2  1,972.2  16.2  1.8  1.6 

Maine  325.4  827.9  20.5  0.6  0.7 

Michigan  2,047.5  4.403.5  16.6  4.0  3.5 

Minnesota  1,183.2  2,138.8  12.6  2.3  1.7 

Missouri  714.7  2,244.6  25.7  1.4  1.8 

Mississippi 443.9  1,175.2  21.5  0.9  0.9 

Montana  152.1  328.0  16.6  0.3  0.3 

North  Carolina  965.7  2,839.0  24.1  1.9  2.3 

North  Dakota  159.6  258.2  10.1  0.3  0.2 

Nebraska  240.8  560.0  18.4  0.5  0.4 

New  Hampshire  172.0  412.3  19.1  0.3  0.3 

New  Jersey  1,748.2  4,883.0  22.8  3.4  3.9 

New  Mexico  229.0  582.2  20.5  0.4  0.5 

Nevada 96.5  389.6  32.2  0.2  0.3 

New  York 9,717.2  18,015.0  13.1  18.9  14.3 

Ohio 2,363.5  5,161.5  16.9  4.6  4.1 

Oklahoma 593.1  1,075.8  12.6  1.2  0.9 

Oregon  364.6  946.8  21.0  0.7  0.8 

Pennsylvania 2,544.0  6,468.0  20.5  4.9  5.1 

Rhode  Island  334.0  820.4  19.7  0.6  0.7 

South  Carohna 472.3  1,639.4  28.3  0.9  1.3 

South  Dakota  125.9  264.0  16.0  0.2  0.2 

Tennessee  1,009.5  2,645.3  21.2  2.0  2.1 

Texas 2,017.2  7.030.3  28.4  3.9  5.6 

Utah  196.6  475.5  19.3  0.4  0.4 

Virginia  776.3  1,788.5  18.2  1.5  1.4 

Vermont  113.4  259.2  18.0  0.2  0.2 

Washington  932.1  2,263.1  19.4  1.8  1.8 

Wisconsin 1,139.0  2,094.0  13.0  2.2  1.7 

West  Virginia  315.0  1,199.7  30.7  0.6  1.0 

Wyoming  46.7  133.1  23.3  0.1  0.1 

SOURCE:  Health  Care  Financing  Administration,  HCFA  Form-64. 

NOTES:  Expenditures  do  not  include  administrative  costs.  Totals  do  not  include  U.S.  territories. 

Mr,  Greenwood.  I  thank  you  for  your  very  fine  and  thorough 

testimony.  It  appears  that  we  now  face  a  series  of  votes.  We  are 
told  that  we  may  actually  have  to  stay  on  the  floor  for  the  next  60 

minutes.  Is  the  gentleman  able  to  be  with  us  an  hour  from  now 
when  we  resume  for  questions? 

Mr.  Antos.  Certainly. 

Mr.  Greenwood.  That  being  the  case,  we  will  now  recess  until 
2  o'clock. 


AFTER  RECESS 

Mr.  Greenwood  [presiding].  It  is  well  past  2  o'clock,  and  I  apolo- 
gize for  the  length  of  time  you  have  had  to  wait. 
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With  Dr.  Antos'  indulgence,  I  would  like  to  ask  Ms.  Wilensky  to 
testify  now  since  she  has  been  waiting  several  hours.  Then  we 
would  ask  Dr.  Antos  to  join  her  for  questioning  of  both. 

Doctor,  thank  you  very  much  for  your  sufferance  here  and  please 
begin  your  testimony. 

STATEMENT  OF  GAIL  R.  WILENSKY,  JOHN  M.  OLIN  SENIOR 
FELLOW,  PROJECT  HOPE 

Ms.  Wilensky.  Thank  you  for  inviting  me  to  appear  before  the 
subcommittee  to  testify  about  the  recent  growth  of  the  Medicaid 
program  and  the  use  of  the  1115  waiver  process. 

I  am  currently  the  John  M.  Olin  Senior  Fellow  at  Project  HOPE 
and  the  chair  of  the  Physician  Payment  Review  Commission,  but 
I  am  here  representing  neither  of  these  organizations  but  rather 
speaking  from  my  own  experiences  as  the  administrator  of  the 
Health  Care  Financing  Administration. 

Medicaid  has  played  a  vital  role  in  helping  States  finance  the 
health  care  needs  of  our  most  vulnerable  citizens.  In  the  late 
1980's,  however,  the  States  began  to  develop  very  creative  financ- 
ing methods  to  come  up  with  their  share  of  the  match.  This  was 
a  critical  moment  in  the  program's  history  because  it  began  to  un- 
dermine the  basic  premise  of  the  financial  structure  of  Medicaid, 
that  funding  be  shared  through  a  Federal  match  of  State  moneys. 

Matching  grants  presumed  those  who  are  responsible  for  spend- 
ing decisions  have  a  reasonable  stake  in  the  program.  However,  in 
fact,  the  only  real  cost-containment  mechanism  that  exists  in  the 
Medicaid  program  is  the  State  share  of  the  program. 

The  discovery  of  strategies  by  States  to  enhance  their  Federal 
matching  share  at  little  or  no  cost  to  themselves  had  the  not  very 
surprising  result  of  producing  explosive  growth  rates  during  the 
early  1990's.  The  program  that  had  been  growing  at  rates  varying 
between  8  and  12  percent  per  year  earlier  in  the  1980's,  grew  at 
rates  of  almost  19  percent,  32  percent  and  28  percent  in  the  years 
1989-90,  1990-91  and  1991-92. 

These  rates  have  now  slowed  down  to  rates  that  are  closer  to 
those  in  the  1980's  and  are  projected  to  grow  at  about  9  to  11  per- 
cent for  the  rest  of  the  decade.  Although  obviously  less  than  the 
rates  of  the  early  1990's,  they  are  far  in  excess  of  most  of  the  rest 
of  the  Federal  budget,  which  excluding  health  and  interest  on  the 
debt,  is  projected  to  grow  at  rates  of  almost  3.8  percent  per  year 
for  the  rest  of  the  decade,  far  less  than  the  9  to  11  percent  of  Med- 
icaid. 

West  Virginia  started  this  process  in  1986,  but  at  least  30  States 
were  involved  by  July  1991.  I  know  several  of  you  were  involved 
in  discussions  at  that  time,  so  I  won't  go  through  precisely  how  it 
was  that  the  State  managed  to  be  very  creative  with  the  use  of 
Federal  funds  by  indicating  that  basically  it  involved  donations, 
provider  taxes  and  disproportionate  share  spending. 

Legislation  was  passed  in  the  fall  of  1991  that  limited  the 
amount  of  revenue  that  could  be  used  for  purposes  of  Federal 
match  from  taxes  that  were  limited  to  medical  providers,  elimi- 
nated the  use  of  donation  strategies,  and  limited  the  amount  of 
funds  that  could  be  received  as  disproportionate  share  payments. 
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As  frequently  happens,  some  States  had  been  much  more  aggres- 
sive than  others  in  increasing  their  effective  Federal  match. 

Those  States  were  allowed  to  keep  the  very  high  rates  of  provider 
taxes  for  a  period  of  time  and  allowed  to  keep  very  large  levels  of 
disproportionate  share  spending  while  other  States  were  limited  in 
what  they  could  introduce  or  claim.  Legislation  was  passed  in  1993 
which  limited  disproportionate  share  spending  allocations  to  the 
amounts  institutions  had  spent  furnishing  hospital  care  to  Medic- 
aid eligible  and  uninsured  patients  less  the  amount  that  they  had 
actually  received  from  Medicaid,  meaning  that  the  total  amount 
from  Medicaid  actually  had  to  relate  to  the  amount  that  the  hos- 
pitals spent  on  taking  care  of  their  low  income  populations. 

The  experience  with  provider  taxes,  donations  and  disproportion- 
ate share  spending  was  a  rude  awakening  regarding  the  fungibility 
of  money.  In  general,  I  believe  the  1991  legislation  combined  with 
the  1993  legislation  shut  down  most  of  the  abusive  provider  tax 
and  donation  funding  arrangements  which  States  adopted. 

Tennessee  may  be  an  exception.  Tennessee  used  a  new  services 
tax  which  included  hospital  service  and  combined  it  with  the  use 
of  a  sales  tax  that  exempted  certain  activities  such  as  those  in- 
cluded in  the  new  services  tax. 

The  State  borrowed  revenue  from  the  new  services  tax  and  used 
it  in  part  for  its  Federal  match.  There  is  an  ongoing  court  case  as 
to  whether  this  practice  violated  the  1991  law,  but  since  there 
wasn't  a  clear  base  line  to  start  from,  it  will  be  very  difficult  to 
prove  that  adding  a  hospital  tax  to  a  preexisting  tax  violated  the 
law. 

It  is  also  no  longer  currently  relevant,  as  Tennessee  has 
capitated  its  entire  program  into  TennCare.  To  the  extent  that 
Tennessee  has  expanded  its  baseline  to  include  questionable  or 
even  inappropriate  expenditures,  they  will  carry  more  money  for- 
ward into  the  future  than  they  would  have  otherwise  been  able  to 
do  with  effectively  no  chance  for  the  Federal  Government  to  ever 
recoup  that  money. 

The  bigger  concern  today,  however,  has  to  do  with  intergovern- 
mental transfers.  Intergovernmental  transfers  was  an  area  of  con- 
cern in  1991,  but  those  of  us  working  on  the  issue  at  HCFA  were 
unable  to  devise  a  rule  which  would  distinguish  between  an  inter- 
governmental transfer  that  represented  a  legitimate  transfer  be- 
tween levels  of  government  and  movement  of  funds  which  results 
in  only  new  Federal  money  coming  into  the  program. 

It  is  particularly  problematic  when  the  State  or  county  is  paying 
itself  because  it  owns  the  hospital  and  is  putting  up  its  share  of 
the  match  with  an  intergovernmental  transfer.  Absence  of  an  abil- 
ity to  distinguish  appropriate  uses  from  abusive  uses  of  intergov- 
ernmental transfers  is  a  good  reminder  that  money  is  fungible  and 
that  reliance  on  the  use  of  State  matching  as  a  cost-containment 
strategy  is  a  genie  that  can  never  be  put  back  into  the  bottle. 

Although  the  amount  of  flexibility  and  regulation  associated  with 
Medicaid  program  is  substantial,  the  flexibility  provided  by  the 
1115  waiver  process  allows  the  Federal  Government  to  basically 
waive  any  individual  component  of  Medicaid  as  long  as  the  result- 
ing change  is  in  keeping  with  the  spirit  of  the  Title  IXX  program. 
This  has  allowed  States  to  experiment  with  changes  that  have  en- 
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abled  them  to  improve  the  efficiencies  with  which  they  can  provide 
care  and  to  more  effectively  provide  care  for  especially  difficult  sub- 
groups in  the  population. 

While  much  good  has  happened  through  the  1115  waiver  process, 
there  have  also  been  areas  of  concern.  Some  of  it  has  to  do  with 
the  administrative  complexity  burden  and  costs  which  I  know  is  a 
subject  of  tomorrow's  hearing. 

My  concern,  however,  has  to  do  with  the  determination  of  budget 
neutrality  that  appears  to  have  been  used  in  some  of  the  waiver 
requests  when  in  fact  common  sense  would  suggest  that  provisions 
were  included  that  make  them  "costers"  to  the  Federal  Government 
and  not  in  fact  budget  neutral. 

Let  me  cite  two  examples.  Hawaii  requested  a  waiver  during  the 
early  part  of  the  Clinton  administration  and  was  allowed  to  cal- 
culate Federal  contributions  which  would  have  occurred  if  Hawaii 
had  taken  advantage  of  all  of  the  options  available  to  it  in  terms 
of  populations  and  services  covered,  even  though  Hawaii  had  not 
in  fact  included  many  of  these  options  in  their  own  program. 

To  my  mind,  there  is  no  way  that  this  meets  a  common  sense 
definition  of  budget  neutral;  that  is  what  would  have  been  spent 
in  the  absence  of  this  waiver. 

A  second  example  involves  the  TennCare  program.  It  is  a  pro- 
gram that  has  raised  a  lot  of  controversy  because  of  the  pressure 
that  the  Blues  placed  on  providers  to  participate  in  the  program. 
My  concern  has  been  related  to  the  fact  that  Tennessee  has  been 
able  to  cover  362,000  previously  uninsured  individuals  because  of 
the  "savings  associated  with  managed  care"  and  has  been  able  to 
lay  claim  on  all  the  additional  Federal  dollars  generated  from  this 
change  and  has  done  so  in  a  transaction  that  has  been  regarded 
as  budget  neutral.  The  subcommittee  knows  I  am  a  supporter  of 
manager  coordinated  care  for  vulnerable  populations,  but  these  lev- 
els of  claims  of  savings  seem  beyond  belief  even  to  a  ardent  sup- 
porter. 

I  am  not  necessarily  against  these  individual  expansions  nor  pro- 
grams that  have  been  produced  by  some  of  the  creative  use  of 
budget  neutrality,  but  I  am  very  concerned  with  what  this  does  to 
the  budgeting  process  and  the  ability  of  government  to  gain  control 
over  its  own  spending  levels.  I  believed  before  that  some  of  the  pro- 
grams that  were  being  funded  with  donation  and  taxes  were  worth- 
while programs,  but  then  and  now  I  believe  we  must  run  govern- 
ment at  levels  that  the  public  is  willing  to  fund  and  not  at  levels 
that  other  well-meaning  people  believe  are  appropriate  but  which 
the  public  is  not  willing  to  fund. 

If  we  are  going  to  limit  the  Federal  Government  spending  on 
Medicaid  we  will  need  to  choose  between  two  fundamental  options, 
a  capped  payment-per-person  covered  under  Medicaid  or  a  block 
grant.  The  first  option  retains  the  concept  of  an  entitlement  be- 
tween the  Federal  Government  and  the  individual  but  limits  the 
amount  the  Federal  Government  will  spend  per  person  to  a  preset 
amount. 

The  second  implicitly  reflects  expected  caseload  changes  but 
would  no  longer  have  the  payment  exclusively  and  directly  varying 
with  changes  in  covered  populations.  More  importantly,  it  elimi- 
nates the  concept  of  an  entitlement  between  the  Federal  Govern- 
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ment  and  the  individual,  although  it  allows  States  to  establish  in- 
dividual entitlements  whenever  and  wherever  they  think  it  is  ap- 
propriate. 

Both  would  limit  Federal  spending  with  a  certainty  that  does  not 
now  exist.  The  block  grant  provides  the  most  certainty  to  the  Fed- 
eral Government  but  leaves  States  vulnerable  to  unanticipated 
changes  in  poverty  populations.  It  does,  however,  provide  the 
States  with  a  maximum  amount  of  flexibility  of  providing  care  to 
these  poverty  populations. 

Whether  the  Governors  will  find  this  tradeoff  acceptable  will  be 
a  portion  in  the  decision  as  to  whether  or  not  the  Congress  moves 
to  a  block  grant.  To  the  extent  that  they  are  willing  to  accept  lower 
spending  rates  than  they  would  otherwise  have,  they  are  indicating 
their  strong  desire  for  this  increased  flexibility. 

For  the  country,  the  philosophical  issue  of  whether  to  continue 
individual  entitlements  with  the  Federal  Government  or  leave  the 
determination  and  distribution  of  services  and  benefits  to  the  State 
is  a  significant  issue.  It  is  an  issue  that  I  hope  will  receive  greater 
attention  in  the  future  than  it  has  in  the  past. 

Thank  you  very  much. 

[The  prepared  statement  of  Gail  R.  Wilensky  follows:] 

Prepared  Statement  of  Gail  R.  Wilensky,  Ph.D.,  John  M.  Olin  Senior  Fellow, 

Project  HOPE 

Mr.  Chairman  and  Members  of  the  Subcommittee.  Thank  you  for  inviting  me  to 
appear  before  the  Subcommittee  to  testify  about  the  recent  growth  of  the  Medicaid 
program  and  the  use  of  the  1115  waiver  process.  I  am  currently  the  John  M.  OHn 
Senior  Fellow  at  Project  HOPE,  an  international  health  education  foundation,  and 
the  chair  of  the  Physician  Payment  Review  Commission.  I  am  here  today,  however, 
not  to  represent  either  of  these  organizations,  but  to  speak  from  my  experiences  as 
Health  Care  Financing  Administration  Administrator  during  the  Bush  administra- 
tion. 

The  Need  For  Reform 

Medicaid  has  played  a  vital  role  in  helping  states  finance  the  health  care  needs 
of  our  nation  s  most  vulnerable  citizens.  Medicaid  is  a  state-administered  program, 
funded  jointly  by  the  Federal  and  state  governments,  and  currently  funds  services 
for  about  37  million  low  income  people.  States  receive  Federal  matching  funds  to 
finance  Medicaid  based  on  a  formula  that  varies  with  the  state  s  per  capita  income. 
The  Federal  share  varies  from  50%  to  83%  of  the  total  funding. 

In  the  late  1980's,  several  states  began  to  develop  creative  financing  methods  to 
come  up  with  their  share  of  the  match.  This  was  a  critical  moment  in  the  program's 
history,  because  it  began  to  undermine  the  basic  premise  of  the  financial  structure 
of  Medicaid — that  funding  be  shared  through  a  Federal  match  of  State  monies. 
Matching  grants  presume  that  those  responsible  for  spending  decisions  have  a  rea- 
sonable stake  in  the  program's  costs.  In  fact,  the  only  real  cost  containment  mecha- 
nism that  exists  in  the  Medicaid  program  is  the  State  s  share  of  the  costs.  By  its 
structure,  Medicaid  is  an  open  ended  matching  program,  with  no  limit  on  Federal 
payment. 

The  discovery  of  strategies  by  states  to  enhance  their  Federal  matching  share,  at 
little  or  no  cost  to  themselves,  had  the  not  very  surprising  result  of  producing  explo- 
sive growth  rates  during  the  early  1990's.  The  program  that  had  been  growing  at 
rates  that  varied  between  8%  and  12%  earlier  in  the  1980's  then  grew  at  rates  of 
almost  19%,  32%  and  28%  for  the  years  1989-90,  1990-91  and  1991-92,  respectively. 
These  rates  of  growth  have  slowed  to  rates  closer  to  those  of  the  1980's,  with  growth 
in  the  Medicaid  program  projected  at  rates  between  9%  and  11%  for  the  rest  of  the 
decade.  Although  obviously  less  than  the  rates  of  the  early  1990's,  these  growth 
rates  are  far  in  excess  of  most  of  the  rest  of  the  Federal  budget,  which,  excluding 
health  and  interest  on  the  debt,  is  projected  to  grow  at  rates  of  3.8%  per  year  for 
the  rest  of  the  decade. 
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Lessons  Learned  From  Donations  and  Provider  Taxes 

States  showed  remarkable  creativity  in  the  strategies  they  devised  to  enhance 
their  share  of  Federal  dollars.  West  Virginia  started  the  process  in  1986,  but  at 
least  30  states  were  involved  by  July  of  1991.  The  specific  strategies  varied  substan- 
tially but  basically  each  worked  in  the  following  way.  A  state  borrowed  money  from 
providers  through  donation  and  tax  programs.  The  money  was  used  as  the  state's 
share  of  Medicaid  and  was  matched  at  least  dollar  for  dollar  by  Federal  funds.  The 
state  might  then  increase  Medicaid  payments  to  reimburse  providers  for  the  dona- 
tions or  taxes  they  paid;  this  was  frequently  the  case,  and  in  many  states  providers 
were  guaranteed  to  get  back  at  least  as  much  as  they  donated  or  paid  in  provider- 
specific  taxes  through  hold-harmless  mechanisms.  The  funds  were  most  frequently 
distributed  via  disproportionate  share  pajonent  strategies  that  allowed  states  to  re- 
imburse institutions  in  excess  of  the  amounts  spent  providing  care  to  low  income 
people. 

Legislation  was  passed  in  the  fall  of  1991  that  limited  the  amount  of  revenue  that 
could  be  used  for  purposes  of  Federal  match  from  taxes  that  were  limited  to  medical 
providers,  eliminated  the  use  of  donation  strategies,  and  limited  the  amount  of 
funds  that  could  be  received  as  disproportionate  share  payments.  States  had  a  mini- 
mum of  one  year  to  comply  with  the  new  requirements  (some  states  whose  legisla- 
tures only  met  on  a  biannual  basis  had  two  years  to  comply).  As  frequently  happens, 
some  states  had  been  much  more  aggressive  than  others  in  increasing  their  effective 
Federal  match  rate.  Those  states  were  allowed  to  maintain  their  high  rates  of  pro- 
vider taxes  for  a  period  of  time  and  allowed  to  keep  very  large  levels  of  dispropor- 
tionate share  spending  while  other  states  were  limited  in  what  they  could  introduce 
or  claim. 

Legislation  was  also  passed  in  1993  which  limited  disproportionate  spending  allo- 
cations to  the  amounts  institutions  had  spent  furnishing  hospital  care  to  Medicaid- 
eligible  and  uninsured  patients  (less  the  amount  they  had  received  directly  from 
Medicaid  from  providing  services  to  Medicaid  eligible  individuals).  This  meant  that 
the  total  money  received  from  Medicaid  couldn't  exceed  the  cost  of  providing  hos- 
pital services  to  low  income  populations,  something  which  had  happened  with  some 
frequency  before  the  legislation  was  passed. 

The  experience  with  provider  taxes,  donations  and  disproportionate  share  spend- 
ing was  a  rude  awakening  regarding  the  fungibility  of  money.  In  general,  the  1991 
legislation,  combined  with  the  1993  legislation,  shut  down  the  abusive  provider  tax 
and  donation  funding  arrangements  which  the  states  had  adopted.  Tennessee  is 
thought  to  be  an  exception.  Tennessee  used  a  new  services  tax  which  included  hos- 
pital service  and  combined  it  with  the  use  of  a  sales  tax  that  exempted  certain  ac- 
tivities, such  as  those  included  in  the  new  services  tax.  The  state  borrowed  revenue 
from  the  new  services  tax  and  used  it,  in  part,  for  its  Federal  match.  There  is  an 
ongoing  court  case  as  to  whether  this  practice  violated  the  1991  law,  but,  since  there 
wasn't  a  clear  baseline  to  start  from,  it  will  be  very  difficult  to  prove  that  adding 
a  hospital  tax  to  a  pre-existing  tax  violated  the  law.  It  is  also  no  longer  currently 
relevant,  as  Tennessee  has  capitated  its  entire  program  into  TennCare.  To  the  ex- 
tent that  Tennessee  had  expanded  its  baseline  to  include  questionable  or  even  inap- 
propriate expenditures,  they  will  carry  more  money  forward  into  the  future  than 
they  would  have  otherwise  done,  with  effectively  no  chance  for  the  Federal  govern- 
ment to  recoup  that  money. 

The  bigger  concern  today  has  to  do  with  intergovernmental  transfers.  Intergovern- 
mental transfers  was  an  area  of  concern  in  1991,  but  those  of  us  working  on  the 
issue  at  HCFA  were  unable  to  devise  a  rule  which  would  distinguish  between  an 
intergovernmental  transfer  that  represented  a  legitimate  transfer  between  levels  of 
government  and  the  movement  of  funds  which  results  in  only  new  Federal  money 
coming  into  the  program.  It  is  particularly  problematic  when  the  county  or  state  is 
paying  itself  because  it  owns  the  hospital  and  is  putting  up  its  share  of  the  match 
with  an  intergovernmental  transfer.  The  absence  of  an  ability  to  distinguish  appro- 
priate uses  and  abusive  uses  of  intergovernmental  transfers  is  a  good  reminder  that 
money  is  fungible  and  that  reliance  on  the  use  of  state  matching  as  a  cost  contain- 
ment strategy  is  a  genie  that  can  never  be  put  back  into  the  bottle. 

The  1115  Waiver  Process 
Although  the  amount  of  legislation  and  regulation  associated  with  the  Medicaid 

f>rogram  is  very  substantial,  the  flexibility  provided  by  the  1115  waiver  process  al- 
ows  the  Federal  government  to  waive  any  individual  component  of  Medicaid  as  long 
as  the  resulting  change  is  in  keeping  with  the  spirit  of  Title  XIX.  Thus  provisions 
of  state-wideness,  duration  and  scope,  freedom  of  choice,  the  Boren  Amendment, 
etc.,  have  all  been  waived  as  part  of  requests  by  the  states  for  more  flexibility  in 
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designing  their  Medicaid  programs.  The  only  provision  which  I  beUeve  has  never 
been  waived  to  date  has  to  do  with  mandatory  populations  covered  under  Medicaid. 

The  flexibility  provided  by  the  1115  waiver  process  has  allowed  states  to  experi- 
ment with  changes  that  have  enabled  states  to  improve  the  efficiency  with  which 
they  provide  care  and  the  ability  to  more  effectively  provide  care  for  various  difficult 
subgroups  in  the  population,  such  as  high  risk  teens,  pregnant  women,  frail  elderly 
and  so  forth. 

While  much  good  has  been  associated  with  the  1115  waivers,  there  have  also  been 
areas  of  concern.  Some  of  the  concern  has  to  do  with  the  administrative  complexity, 
burden  and  costs  associated  with  the  application  process  and  subsequent  monitoring 
by  HCFA.  This  is  an  area  that  I  understand  will  be  discussed  in  a  subsequent  hear- 

My  concern,  in  the  context  of  the  present  hearing,  has  to  do  with  the  determina- 
tion of  budget  neutrality  that  appears  to  have  been  used  in  some  of  the  waiver  re- 
quests when  in  fact,  common  sense  would  suggest  that  provisions  were  included 
mat  make  them  "costers"  to  the  Federal  government. 

Let  me  give  a  few  examples.  When  Hawaii  requested  a  waiver  during  the  early 
part  of  the  Clinton  Administration,  it  was  allowed  to  calculate  Federal  contributions 
which  would  have  occurred  if  Hawaii  had  taken  advantage  of  all  of  the  options 
available  to  it  in  terms  of  populations  and  services  covered,  even  though  Hawaii  had 
not,  in  fact,  included  many  of  these  options  in  their  program.  There  is  no  way  that 
this  meets  a  common  sense  definition  of  the  term  "budget  neutral",  that  is,  equal 
to  the  amount  which  would  have  been  spent  in  the  absence  of  the  waiver.  A  second 
example  involves  the  TennCare  program.  This  is  a  program  that  has  raised  a  lot 
of  controversy  because  of  the  pressure  that  the  Blues  placed  on  providers  to  partici- 
pate in  the  program.  Much  less  attention  has  been  given  to  the  fact  that  Tennessee 
has  claimed  it  was  able  to  cover  362,000  previously  uninsured  individuals  because 
of  the  savings  associated  with  managed  care,  and  has  therefore  been  able  to  lay 
claim  to  all  the  additional  Federal  dollar  generated  from  this  and  has  done  so  in 
a  transaction  that  has  been  designated  as  budget  neutral.  The  subcommittee  knows 
that  I  am  a  supporter  of  managed  or  coordinated  care  for  vulnerable  populations, 
but  these  claims  of  savings  seem  beyond  belief,  even  to  an  ardent  supporter. 

I  am  not  necessarily  against  individual  expansions  or  programs  that  have  been 
produced  by  the  creative  use  of  'Taudget  neutrality,"  but  I  am  very  concerned  with 
what  this  does  to  the  budgeting  process  and  the  ability  of  government  to  gain  con- 
trol over  its  own  spending  levels.  Even  though  I  didn't  necessarily  object  to  some 
of  the  programs  that  states  funded  with  their  provider  and  donation  money,  I  be- 
lieved then,  and  I  believe  now,  that  we  must  run  government  at  levels  that  the  pub- 
lic is  willing  to  fund  and  not  at  levels  that  other  well-meaning  people  believe  is  ap- 
propriate but  which  the  public  has  not  been  willing  to  fund. 

The  Choices  for  a  Reformed  Program 

If  the  Federal  government  is  to  limit  its  spending  on  Medicaid,  it  will  have  to 
choose  between  two  fundamental  options.  One  is  to  use  a  capped  payment-per-per- 
son  covered  under  current  (or  changed)  Medicaid  eligibility  rules;  the  other  is  to  use 
a  block  grant,  where  the  payment  is  based  on  a  formula,  such  as  projected  enroll- 
ment or  population  at  risk  times  a  growth  factor  in  spending.  The  first  option  re- 
tains the  concept  of  an  entitlement  between  the  Federal  government  and  the  indi- 
vidual but  limits  the  amount  the  Federal  government  will  spend  per  person  to  a  pre- 
set amount.  The  second  strategy  may  implicitly  reflect  expected  caseloads  but  would 
no  longer  have  the  pajrment  explicitly  and  directly  vary  with  changes  in  covered 
populations  in  an  individual  state.  Perhaps  even  more  importantly,  it  eliminates  the 
concept  of  an  entitlement  between  the  Federal  government  and  the  individual,  al- 
though it  allows  the  state  to  establish  individual  entitlements  whenever  and  wher- 
ever they  think  such  entitlements  are  appropriate. 

Both  of  these  strategies  would  limit  Federal  spending  with  a  certainty  that  does 
not  now  exist.  The  block  grant  provides  the  most  certainty  to  the  Federal  govern- 
ment but  leaves  the  states  more  vulnerable  to  unanticipated  changes  in  its  poverty 
populations.  However,  it  provides  the  states  with  the  maximum  mount  of  flexibility 
in  providing  care  to  its  poverty  populations.  Whether  the  increased  flexibility  is 
worth  the  lower  spending  rate  and  distribution  of  new  funds  that  the  governors  are 
able  to  negotiate  will  ultimately  determine  their  support  for  the  program.  For  the 
country,  the  philosophical  issue  of  whether  to  continue  the  individual  entitlements 
with  the  Federal  government  or  to  leave  the  determination  and  distribution  of  serv- 
ices and  benefits  to  the  states  is  at  least  as  significant  as  the  budget  issue.  This 
is  an  issue  that  needs  to  receive  greater  attention  in  the  months  to  come. 

Mr.  Greenwood.  Thank  you. 
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Let  me  thank  you  again  for  your  patience.  I  would  have  been 
gone  hours  ago  had  I  been  in  your  situation. 

Mr.  Antos,  thank  you  for  rejoining  us.  I  will  ask  members  of  the 
panel  to  address  questions  to  either  or  both  of  you. 

Dr.  Wilensky,  in  their  testimony  CBO  points  out  that  the  impli- 
cations of  1115  waivers  for  projections  of  Medicaid  outlays  are  fur- 
ther complicated  by  the  terms  and  conditions  of  the  HCFA  govern- 
ing budget  neutrality.  They  state  that  "because  of  the  ways  in 
which  budget  neutrality  is  defined  as  well  as  uncertainties  sur- 
rounding projections  of  the  State's  Medicaid  expenditures  in  the  cia- 
sence  of  waivers,  determining  whether  a  waiver  would  indeed  be 
budget  neutral  is  difficult."  The  GAO's  testimony  is  even  more 
blunt.  It  states,  "the  administration's  method  for  determining  budg- 
et neutrality  may  allow  States  access  to  more  Federal  funding  than 
they  would  have  received  without  the  waiver."  HCFA  first  began 
evaluating  1115  waivers  with  Oregon  during  the  Bush  administra- 
tion. 

Two  questions:  Has  the  method  for  evaluating  budget  neutrality 
changed  since  then? 

And  second,  what  are  the  implications  for  Federal  expenditures 
as  a  result  of  those  changes? 

Ms.  Wilensky.  I  believe  as  I  indicated  in  my  testimony  that 
HCFA  has  made  at  least  one  change  that  I  have  been  able  to  per- 
ceive, and  that  is  the  use  of  hypotheticals,  that  is  hypothetical 
spending  that  the  State  could  have  used  but  never  did,  and  to  lay 
claim  to  those  Federal  dollars  which  would  have  occurred  had  the 
State  expanded  its  program  in  various  ways  that  were  its  option 
under  Federal  law. 

I  believe,  therefore,  that  CEO's  hint  and  GAO's  direct  statement 
are  correct,  that  it  is  both  hard  to  discern  but  in  fact  probable  that 
there  has  been  a  expansion  of  Federal  spending  and  that  I  believe 
is  that  it  is  different  than  the  procedure  that  had  been  followed 
during  the  Reagan  and  Bush  administrations. 

Mr.  Greenwood.  Thank  you.  The  Chair  yields  to  Mr.  Waxman. 

Mr.  Waxman.  Mr.  Chairman,  I  know  that  Dr.  Wilensky  has  to 
catch  a  train  and  she  will  be  here  tomorrow,  so  the  questions  that 
I  have  to  ask  her  I  would  like  to  ask  tomorrow  if  that  is  acceptable. 
But  I  do  want  to  direct  some  questions  to  Mr.  Antos. 

Mr.  BiLiRAKls.  Mr.  Chairman,  why  don't  we  excuse  Dr.  Wilensky 
at  this  time,  and  maybe  we  can  finish  up  with  Mr.  Antos  before  we 
run  for  the  series  of  votes. 

Ms.  Wilensky.  Thank  you.  I  would  be  glad  to  answer  your  ques- 
tions tomorrow. 

Mr.  Greenwood.  Thank  you. 

Mr.  Waxman.  If  I  might  proceed. 

Mr.  Greenwood.  The  gentleman  is  in  order. 

Mr.  Waxman.  Mr.  Antos,  a  number  of  members  and  Governors 
have  argued  that  the  States  can  absorb  the  loss  of  $187  billion  in 
Federal  Medicaid  funds  over  the  next  7  years  by  enrolling  all  Med- 
icaid eligibles  into  managed  care  arrangements.  I  understand  the 
preliminary  CBO  staff  estimates  are  that  changing  current  law  to 
require  States  to  enroll  all  Medicaid  eligibles  in  managed  care 
plans  and  to  pay  those  plans  no  more  than  95  percent  of  the  fee 
for  service  level  would  save  the  Federal  Government  only  about 
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$2.5  billion  over  the  next  7  years.  $2.5  billion  is  a  long  way  from 
the  Republican  savings  target  of  $187  billion. 

Is  $2.5  billion  still  the  order  of  magnitude  of  savings  that  we  can 
expect  from  mandatory  managed  care? 

Mr,  Antos.  Mr,  Waxman,  there  are  a  number  of  considerations 
that  went  into  that  preliminary  estimate.  I  would  like  to  discuss 
them  briefly. 

The  first  consideration  has  to  do  with  the  basic  nature  of  cal- 
culating savings  from  the  baseline.  Since  Medicaid  payment  rates 
are  typically  lower  than  most  other  payers,  in  comparing  managed 
care  savings  in  Medicaid  with  fee-for-service,  it  would  be  that  much 
harder  to  find  savings  in  Medicaid.  Because  Medicaid  is  already  a 
relatively  low  payer,  part  of  the  savings  that  managed  care  could 
achieve  have  in  a  sense  already  been  achieved. 

In  addition,  the  kind  of  estimate  that  we  did  referred  to  the  pop- 
ulation that  is  most  likely  to  be  subject  to  managed  care,  that  is 
children  and  adults  eligible  for  Medicaid  as  opposed  to  the  elderly 
and  the  disabled.  The  child  and  adult  population  accounts  for  only 
about  a  third  of  Medicaid  spending,  and  if  you  consider  the  likely 
range  of  managed  care  savings,  various  studies  show  ranges  on  the 
order  of  5  to  10  percent  savings  in  Medicaid. 

Even  if  one  were  to  assume  that  a  generous  10  percent  savings 
were  possible,  that  would  be  10  percent  of  30  percent  of  the  pro- 
gram. We  think  it  would  be  less  than  3  percent  savings. 

Mr.  Waxman.  Do  you  still  come  down  to  the  same  amount  of 
money,  $2.5  billion? 

Mr.  Antos.  We  have  no  reason  to  deviate  from  that  estimate  at 
the  present  time. 

Mr.  Waxman.  Some  of  the  Republican  Governors  testified  last 
week  and  they  called  for  repeal  of  the  Boren  amendment  which  re- 
quires that  States  pay  hospitals  and  nursing  facilities  at  rates  that 
are  "reasonable  and  adequate."  In  effect,  they  would  like  the  discre- 
tion to  pay  unreasonable  and  inadequate  rates. 

It  is  my  understanding  that  the  preliminary  estimates  of  CBO 
staff  are  that  repealing  the  Boren  amendment  with  respect  to  hos- 
pitals would  result  in  savings  to  the  Federal  Government  of  about 
$1.1  billion  over  the  next  7  years  and  that  repealing  the  Boren 
amendment  with  respect  to  nursing  homes  would  save  about  $1,3 
billion  over  the  next  7  years, 

$1.1  billion  plus  $1.3  billion  is  $2.4  billion,  which  is  a  long  way 
from  the  Republican  target  of  $187  billion.  Is  $2.4  billion  still  the 
order  of  magnitude  of  savings  that  we  could  expect  from  repeal  of 
the  Boren  amendment? 

Mr.  Antos.  Before  I  answer  affirmatively  as  far  as  current  esti- 
mates are  concerned,  let  me  explain.  The  issue  has  to  do  with  what 
would  happen  from  this  point  forward  in  the  absence  of  the  Boren 
amendment. 

We  do  know  that  up  until  the  1990  Supreme  Court  case,  legal 
actions  under  the  Boren  amendment  did  not  generally  meet  with 
much  success  in  raising  provider  payment  rates.  After  the  Supreme 
Court  decision  and  during  the  period  when  providers  may  have 
looked  at  the  financing  schemes  related  to  disproportionate  share 
and  perhaps  saw  that  there  may  have  been  money  available — in 
other  words,  between  the  court  decision,  and  the  potential  avail- 
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ability  of  money — there  were  some  additional  court  decisions  which 
did  tend  to  find  in  favor  of  providers. 

But  now  that  the  disproportionate  share  pa3rments  are  back 
under  some  restrictions  caused  by  legislation  in  both  1990  and 
1993,  the  source  of  funding  is  obviously  not  there  anymore.  There- 
fore, CBO  must  try  to  predict  what  would  happen  to  provider  pay- 
ment rates  with  and  without  Boren.  Based  on  these  considerations, 
we  feel  that  the  effect  would  be  fairly  modest. 

Mr.  Waxman.  So  perhaps  a  $2.4  billion  estimate  is  one  that  you 
would  stick  with? 

Mr.  Antos.  We  have  no  reason  to  deviate  from  that  estimate  at 
the  present  time. 

Mr.  Waxman.  Those  defending  the  Republican  Medicaid  budget 
have  argued  that  State  flexibility  will  result  in  large  savings  to  the 
Federal  Government.  However,  your  estimates  don't  seem  to  sup- 
port this  claim. 

In  fact,  your  estimates  are  that  the  savings  from  flexibility  with 
respect  to  managed  care  and  provider  pajonent  are  small  relative 
to  the  Republican  target.  If  CBO  estimates  that  the  Federal  Gov- 
ernment will  only  realize  about  $2.5  billion  in  savings  from  manda- 
tory managed  care  and  $2.4  billion  from  repeal  of  the  Boren 
amendment,  where  are  the  remaining  $180  billion  or  so  in  savings 
to  be  found? 

Isn't  this  $180  billion  really  just  a  cost-shift  by  the  Federal  Gov- 
ernment to  the  States  and  what  policy  choices  do  the  States  have 
if  they  don't  want  to  or  can't  afford  to  make  up  the  loss  of  Federal 
dollars?  Do  they  have  any  alternative  but  to  terminate  coverage  for 
significant  numbers  of  people? 

Mr,  Antos.  That  is  a  series  of  questions.  Perhaps  you  can  help 
me  out  if  I  haven't  answered  fully.  The  kind  of  money  we  are  talk- 
ing about  in  the  House  budget  resolution  is  a  very  sizable  amount. 

The  $180  billion  or  so  that  we  are  talking  about  represents  a 
substantial  reduction  in  baseline  growth  over  the  next  7  years; 
from  about  10  percent  down  to  about  4.5  or  5  percent.  That  is  a 
very  substantial  reduction  in  the  rate  of  growth  of  spending  in 
Medicaid  by  anybody's  measure. 

Certainly  there  are  opportunities  for  improved  efficiency  in  the 
Medicaid  program  under  these  conditions.  As  I  just  mentioned, 
however,  although  the  potential  for  savings  under  managed  care, 
is  very  real,  it  is  also  somewhat  modest,  given  the  fact  that  Medic- 
aid also  handles  long-term  care  services  and  very  complicated 
acute-care  services  for  the  elderly  and  the  disabled,  populations  for 
which  managed  care  is  not  obviously  going  to  achieve  immediate 
savings. 

Mr.  Waxman.  Let's  go  over  that  again.  What  is  a  State  going  to 
do  if  they  can't  afford  or  don't  choose  to  come  up  with  additional 
dollars,  what  choices  do  they  have  except  to  start  taking  people  out 
of  coverage? 

Mr.  Antos.  There  are  several  choices,  but  there  are  no  easy  pol- 
icy considerations.  They  include  reconsidering  who  should  be  eligi- 
ble for  services,  reconsidering  what  services  could  be  covered 

Mr.  Waxman.  So  they  can  cut  people  out  of  program  eligibility, 
they  can  cut  back  on  the  services,  and  what  else? 
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Mr.  Antos.  And  of  course,  payment  rates  to  providers  is  also  an 
issue. 

Mr.  Waxman.  Have  we  already  counted  those  savings  in  as  a  re- 
sult of  eliminating  the  Boren  amendment? 

Mr.  Antos.  I  would  say  no,  in  the  sense  that  we  do  not  have  any 
specific  basis  for  knowing  what  States  would  do  with  regard  to  a 
changed  circumstance,  namely,  the  elimination  of  the  Boren 
amendment  and  substantial  reduction  in  Federal  funding  for  Med- 
icaid. That  is  a  different  question  than  the  one  we  actually  at- 
tempted to  answer, 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

My  only  comment  would  be  even  a  State  that  is  closest  to  the 
people,  cares  about  them  deeply.  If  they  don't  have  the  money,  they 
don't  have  the  money  and  they  don't  have  a  lot  of  good  choices  be- 
fore them. 

Mr.  Greenwood.  The  gentleman's  time  has  expired. 

Mr.  Antos,  you  point  out  in  your  testimony  that  a  recent  aca- 
demic study  found  that  workers  were  less  likely  to  participate  in 
employer-sponsored  insurance  if  they  had  family  members  who 
were  eligible  for  Medicaid.  The  study  also  found  some  evidence  that 
those  workers  did  participate  in  employer-sponsored  insurance. 

Of  those  who  did,  many  opted  for  individual  rather  than  family 
coverage.  So  is  it  correct  to  say  that  Medicaid  intended  to  expand 
coverage  had  perverse  incentives  which  impacted  private  insurance 
coverage? 

Mr.  Antos.  I  think  the  way  to  look  at  it  is  a  fairly  common  sense 
way,  that  is  if  a  working  mother  with  a  child  were  given  the  oppor- 
tunity at  her  workplace  for  family  coverage  or  self-only  coverage 
and  the  family  coverage  was  more  expensive — it  always  is — that 
working  mother  might  well  choose  family  coverage.  She  would 
think  very  hard  about  not  choosing  family  coverage  if  there  were 
no  other  way  to  cover  her  child. 

If,  on  the  other  hand,  that  child  is  covered  by  Medicaid,  a  sen- 
sible working  mother  might  spend  her  money  elsewhere;  the  cov- 
erage is  largely  duplicated. 

Mr.  Greenwood.  Can  you  estimate  how  many  new  beneficiaries 
might  otherwise  have  been  covered  by  private  insurance? 

Mr.  Antos.  CBO  does  not  have  an  estimate  of  this.  This  is  a 
brand  new  study,  in  fact.  The  magnitudes  in  the  study  are  some- 
what variable,  so  we  do  not  have  a  definitive  answer,  but  the  num- 
ber could  be  sizable. 

Mr.  Greenwood.  Thank  you  for  your  testimony.  We  have  man- 
aged to  cram  into  5V2  hours  about  2  hours  worth  of  hearing  today, 
and  our  last  panelist  has  graciously  agreed  to  return  tomorrow. 

So  with  that  we  will  adjourn  today's  hearing, 

[Whereupon,  at  3:20  p.m,,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair,] 
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House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:25  a.m.,  in  room 
2322,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Klug,  Burr,  Bilbray, 
Whitfield,  Ganske,  Coburn,  Waxman,  Brown,  Lincoln,  Stupak,  and 
Dingell  (ex  officio). 

Staff  present:  Howard  Cohen,  majority  counsel;  Mary  M. 
McGrane,  majority  counsel;  Melody  J.  Hamed,  majority  counsel; 
Eric  Berger,  majority  professional  staff  member;  Bridgette  Taylor, 
minority  professional  staff  member;  and  Chris  Knauer,  minority  in- 
vestigator. 

Mr.  Bilirakis.  The  hearing  will  come  to  order. 

This  of  course  is  a  continuation  of  the  series  of  hearings  on  Med- 
icaid, and  I  might  add  in  a  sense  it  is  even  a  continuation  of  yester- 
day's hearing,  which  we  had  basically  prematurely  cutoff  because 
of  what  was  happening  on  the  floor  all  day  long  and  we  apologize. 
There  are  a  couple  of  witnesses  from  yesterday  who  will  be  testify- 
ing today.  So  we  have  made  you  sit  through  this  process  for  2  full 
days,  and  I  apologize  for  that. 

We  will  attempt  today  to  examine  the  role  that  the  Health  Care 
Financing  Administration  plays  in  managing  the  Medicaid  pro- 
gram. We  will  hear  the  perspectives  of  the  director  of  the  Medicaid 
Bureau  and  a  number  of  Medicaid  directors. 

At  the  Federal  level,  Medicaid  is  administered  by  HCFA. 
Through  a  network  of  regional  offices,  HCFA  is  supposed  to  work 
with  State  Medicaid  departments  to  assure  appropriate  and  effi- 
cient management  of  the  program.  However,  as  is  pointed  out  and 
will  be  pointed  out  orally,  and  of  course  already  in  the  written  tes- 
timony by  several  of  the  Medicaid  directors,  it  is  common  for  States 
to  receive  contradictory  interpretations  of  policy  from  the  central 
HCFA  office  and  the  regional  offices.  This  confusion  between  the 
regional  and  central  offices  can  have  significant  consequences.  In 
the  case  of  California,  for  example,  miscommunications  between 
the  HCFA  regional  and  central  offices  has  led  to  a  situation  where 
Medicaid  payments  of  hundreds  of  millions  of  dollars  are  now  being 
adjudicated. 
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Yesterday,  the  HCFA  Administrator  Bruce  Vladeck,  described 
HCFA's  management  of  Medicaid  as  one  based  on  substantial  flexi- 
bility over  eligibility,  benefits,  and  delivery  systems.  He  described 
great  management  successes  like  the  new  streamlined  1115  waiver 
application  process.  He  talked  about  new  HCFA  efficiency,  flexibil- 
ity, and  administrative  simplification.  Today,  we  will  hear  a  totally 
different  story  from  Medicaid  directors. 

As  the  Medicaid  directors  will  point  out,  the  reality  of  HCFA- 
State  relations  is  less  a  matter  of  cooperation  than  it  is  an  example 
of  Federal  micromanagement  in  State  affairs.  During  the  sub- 
committee's first  hearing  on  June  8,  we  heard  from  a  number  of 
Governors.  Governor  Jim  Edgar  of  Illinois,  who  chairs  the  Repub- 
lican Governors  Association's  Medicaid  reform  task  force  made  the 
following  observation,  "The  Federal  Government  has  micromanaged 
the  program  by  heaping  mandate  after  mandate  upon  the  States. 
It  has  told  us  whom  we  must  serve  and  dictated  how  we  must  pro- 
vide their  service  without  regard  to  cost." 

Governor  Edgar  is  not  the  first  State  executive  to  complain  about 
the  HCFA  burden.  On  December  8,  1990,  then-Governor  Bill  Clin- 
ton told  the  House  Government  Operations  Committee  that,  "Med- 
icaid used  to  be  a  program  with  a  lot  of  options  and  few  mandates; 
now  it  is  just  the  opposite." 

Governor  Clinton  was  also  a  key  member  of  the  1991  National 
Governors'  Association  Medicaid  task  force,  which  was  chaired  by 
then-Governor  Jim  Florio,  a  former  colleague  of  ours,  from  New 
Jersey.  This  NGA  policy  document  demanded  that,  "States  must 
have  some  immediate  relief  from  the  real  and  pressing  problems 
presented  by  the  Medicaid  program."  The  NGA  policy  document 
listed  several  specific  problem  areas.  Interestingly,  these  problem 
areas  are  identical  to  the  ones  described  by  today's  witnesses.  Let 
us  look  at  a  few. 

The  1991  NGA  resolution  argued  cost-containment  efforts  cannot 
be  fully  implemented  because  of  the  Boren  amendment  and  feder- 
ally mandated  cost-based  reimbursement  methodologies.  Today  we 
will  hear  from  several  of  the  Medicaid  directors  that  this  is  still  the 
case.  Today's  witnesses  will  describe  how  the  mystical  language  of 
the  Boren  amendment  and  its  vague  nature  forces  States  time  and 
time  again  into  costly  litigation. 

The  1991  NGA  resolution  argued  that,  "States  must  not  be  ex- 
pected to  implement  any  Medicaid  program  changes  until  HCFA 
has  published  final  regulations  to  guide  program  administration." 
Unfortunately,  we  still  have  a  HCFA  management  process  based 
on  manual  instructions  and  transmittals  which  frequently  place 
Medicaid  directors  in  a  position  of  responding  to  contradictory  di- 
rectives. 

The  1991  NGA  resolution  argued  for  flexibility  in  implementing 
the  provisions  of  nursing  home  reform.  Today's  testimony  from  the 
State  of  California  shows  why.  One  of  the  provisions  of  the  nursing 
home  law  is  a  preadmission  screen  and  annual  resident  review  to 
determine  if  a  resident  is  appropriately  placed.  In  California,  this 
duplicated  a  State  requirement.  Nevertheless,  since  1989,  Califor- 
nia has  performed  roughly  80,000  of  these  screens  for  a  cost  of 
$28.5  million.  These  80,000  screens,  however,  identified  only  five 
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individuals  who  were  inappropriately  placed  in  a  nursing  home. 
The  cost  of  the  program — $5.6  million  per  individual. 

The  1991  NGA  resolution  went  on  to  identify  other  examples  of 
Federal  micromanagement.  Today,  the  Medicaid  directors  will  talk 
about  many  others.  What  becomes  apparent,  and  here  I  quote  from 
Kevin  Piper,  the  Wisconsin  Medicaid  director,  when  he  said, 
"HCFA  is  an  imperfect  organization  trying  to  do  an  impossible  job, 
and  we  all  recognize  that  it  is  probably  pretty  darned  impossible. 
Ultimately,  no  Federal  agency  can  or  should  manage  Medicaid 
whether  from  Washington  or  from  regional  offices.  Medicaid  ought 
to  be  administered  at  the  State  level.  Not  only  is  this  the  best  ap- 
proach, it  is  the  only  feasible  approach."  And  I  believe  that  that 
says  it  all. 

Without  any  further  ado,  I  recognize  my  ranking  member,  Mr. 
Waxman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman. 

This  is  the  third  in  a  series  of  hearings  designed  to  avoid  the  real 
issues  before  the  subcommittee:  How  are  the  States  going  to  deal 
with  the  House  Republican  Medicaid  budget  which  will  result  in 
the  loss  of  $187  billion  in  Federal  Medicaid  matching  funds  over 
the  next  7  years?  And  how  are  these  losses  going  to  be  divided  up 
among  the  States? 

We  heard  yesterday  that  savings  of  this  order  of  magnitude  sim- 
ply cannot  be  achieved  through  greater  efficiency.  In  fact,  the  Con- 
gressional Budget  Office  told  us  that  increasing  State  flexibility 
through  managed  care  and  repeal  of  the  Boren  amendment  would 
not  likely  save  more  than  $5  billion  or  so  over  the  next  7  years. 
Well,  $5  billion  is  a  long  way  from  $187  billion.  It  is  obvious  most 
of  the  rest  will  have  to  come  by  simply  reducing  Federal  payments 
to  the  States.  The  only  issue  will  be  how  hard  each  State  gets  hit. 

This  morning  we  are  going  to  hear  from  five  Republican  Medic- 
aid directors,  including  one  from  my  own  State  of  California.  We 
will  also  hear  from  one  Democratic  Medicaid  director.  The  Repub- 
lican Medicaid  directors  will  argue  that  the  Health  Care  Financing 
Administration  has  been  micromanaging  Medicaid  which  will  send 
$89  billion  in  Federal  funds  to  the  States  this  year.  As  we  learned 
in  yesterday's  hearing,  this  is  a  preposterous  claim.  More  impor- 
tantly, it  avoids  the  real  issue:  How  much  in  the  way  of  Federal 
funds  are  each  of  the  States  represented  here  today — States  with 
Governors  that  are  one  Democrat  and  the  rest  Republican — how 
are  they  each  going  to  deal  with  the  loss  of  funds  of  this  mag- 
nitude? 

Take  my  own  State.  According  to  estimates  prepared  by  the  Kai- 
ser Commission  on  the  future  of  Medicaid,  estimates  which  the 
Governor  of  the  chairman's  State  of  Florida  told  us  last  week  were 
conservative,  the  Republican  House  budget  will  pay  $18.3  billion 
less  in  Federal  matching  payments  to  the  State  of  California  over 
the  next  7  years.  That  may  be  understating  it.  A  reduction  of  near- 
ly one-fifth  in  the  year  2002  alone,  the  Federal  funding  loss  will 
total  about  $5.5  billion,  a  reduction  of  31  percent. 

Even  if  the  State  keeps  spending  its  own  funds  at  the  current 
level,  the  loss  of  Federal  funds  will  leave  the  State  with  no  prac- 
tical choice  but  to  terminate  coverage  to  over  1.3  million  people. 
Terminating  coverage  to  over  1.3  million  people  is  the  practical  and 
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moral  equivalent  of  completely  eliminating  the  Medicaid  program 
in  three  of  the  States  that  will  appear  before  us  today:  Iowa,  Utah, 
and  Wisconsin. 

So  why  are  we  talking  this  morning  about  the  fiction  of  HCFA 
micromanagement  of  Medicaid?  Because  the  Republicans  do  not 
want  to  talk  about  the  consequences  of  their  budget  for  health  care 
coverage  in  this  country,  because  the  Republicans  do  not  want  to 
talk  about  how  they  will  distribute  the  loss  of  Federal  funds  among 
the  different  States,  and  because  the  Republicans  have  not  yet  put 
forth  a  concrete  piece  of  legislation  setting  forth  their  vision  for  a 
Medicaid  block  grant. 

Let  us  assume  the  Republicans  decide  to  distribute  Federal  Med- 
icaid funds  just  like  they  did  in  the  welfare  block  grant  they 
rammed  through  the  House  a  few  months  ago.  Under  the  welfare 
block  grant  formula,  my  own  State  of  California,  as  well  as  the 
chairman's  State  of  Florida,  are  major  losers.  If  we  use  the  House 
Republican  welfare  block  grant  formula  for  Medicaid  in  1996,  Cali- 
fornia could  lose  over  $900  million  in  Federal  Medicaid  funds  or 
one-tenth  of  its  projected  Federal  Medicaid  funding  for  that  year. 
Florida  could  lose  nearly  $700  million  or  more  than  15  percent  of 
its  projected  Federal  Medicaid  funding. 

Other  States,  however,  would  do  quite  well  under  the  House  Re- 
publican formula.  For  example,  Wisconsin,  one  of  the  States  rep- 
resented or  to  be  represented  here  this  morning,  would  realize  an 
increase  in  Federal  Medicaid  payments  of  $120  million  next  year, 
a  gain  of  nearly  8  percent,  courtesy,  of  course,  of  States  like  Cali- 
fornia and  Florida. 

I  hope  we  will  soon  be  able  to  see  and  evaluate  the  specifics  of 
the  Republican  Medicaid  block  grant  bill  so  that  all  of  us  can  begin 
to  figure  out  what  their  proposal  will  mean  for  our  States  and  our 
communities,  and  I  hope  that  we  will  have  at  least  as  many  hear- 
ings on  these  real  issues  as  we  have  been  having  on  the  fiction  of 
HCFA  micromanagement. 

Mr.  Chairman,  I  have  some  charts  attached  to  my  opening  state- 
ment which  I  would  like  to  have  in  the  record. 

Mr.  BILIRAKIS.  Without  objection. 

Mr.  Waxman.  Thank  you. 

[The  charts  referred  to  follow:] 
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fc'ffect  on  States  If  House  Welfare  Reform  Formula  Were  Used  for  Medicaid:  1996 

(Federal  Share  of  Medicaid,  fiscal  years,  dollars  in  millions) 


STATE 

States'  Projected 

House  Republican 

Change 

Percent 

Baseline  Spending  (1) 

Block  Grant  (2) 

Change 

TOTAL 

97,848 

96,336 

(1.512) 

-1.5% 

Alabama 

1,419 

1.542 

122 

8.6% 

Alaska 

183 

186 

3 

1.4% 

Arizona 

1,334 

1,364 

29 

2.2% 

Arkansas 

902 

983 

80 

8.9% 

California 

9.752 

8.807 

(945) 

-9.7% 

Colorado 

751 

807 

55 

7.3% 

Connecticut 

1.425 

1.441 

16 

1.1% 

Delaware 

203 

168 

(36) 

-17.5% 

1        District  of  Columbia 

437 

472 

35 

7.9% 

1        Florida 

4,115 

3.422 

(692) 

-16.8% 

1       Georgia 

2,475 

2,421 

(54) 

-2.2% 

1        Hawaii 

289 

275 

(14) 

-4.8% 

1        Idaho 

280 

271 

(8) 

-3.0% 

1        Illinois 

3,271 

3,114 

(157) 

-4.8% 

1        Indiana 

1,878 

2,072 

194 

10.3% 

1       Iowa 

833 

803 

(30) 

-3.6% 

1        Kansas 

642 

789 

147 

22.8% 

1       Kentucky 

1,519 

1.723 

205 

13.5% 

1        Louisiana 

3,272 

3,708 

437 

13.3% 

1       Maine 

649 

676 

27 

4.2% 

1       Maryland 

1,549 

1,348 

(201) 

-13.0% 

1       Massachusetts 

2.589 

2,734 

145 

5.6% 

1        Michigan 

3,407 

3,373 

(34) 

-1.0% 

1       Minnesota 

1,689 

1,866 

176 

10.4% 

1        Mississippi 

1,215 

1.237 

22 

1.8% 

i        Missouri 

1.737 

1.876 

140 

8.0% 

1        Montana 

283 

289 

5 

1.8% 

1       Nebraska 

472 

457 

(16) 

-3.3% 

1        Nevada 

230 

253 

24 

10.3% 

j        New  Hampshire 

297 

573 

276 

93.0% 

New  Jersey 

2,741 

3,112 

371 

13.6% 

New  Mexico 

636 

614 

(22) 

-3.5% 

New  York 

14,746 

12,819 

(1.927) 

-13.1% 

North  Carolina 

2,773 

2,436 

(337) 

-12.2% 

North  Dakota 

215 

247 

32 

15.1% 

Ohio 

4.256 

4,083 

(173) 

-4.1% 

Oklahoma 

899 

976 

77 

8.5% 

Oregon 

1.009 

828 

(180) 

-17.9% 

Pennsylvania 

4.017 

4.760 

744 

18.5% 

Rhode  Island 

485 

570 

86 

17.7% 

South  Carolina 

1.372 

1,584 

212 

15.5% 

South  Dakota 

255 

245 

(10) 

-3.9% 

Tennessee 

2.250 

2,266 

15 

0.7% 

Texas 

6.652 

6,289 

(363) 

-5.5% 

Utah 

489 

457 

(32) 

-6.5% 

Vermont 

210 

,  210 

0 

0.1% 

Virginia 

1,207 

1,140 

(67) 

-5.6% 

Washington 

1,657 

1,679 

22 

1.3% 

West  Virginia 

1.061 

1,161 

100 

9.4% 

Wisconsin 

1.567 

1,687 

120 

7.7% 

Wyoming 

113 

121 

8 

7.5% 

(1)  From  States'  submitted  HCFA  37  fonns 

(2)  The  total  amount  is  from  the  House  Republican  block  grant  proposal,  using  CBO  basllne. 
The  distribution  across  states  uses  the  formula  used  in  the  House  Welfare  Refomn  Bill; 

the  nrAatpr  nf  the  avpranp  share  of  total  federal  soendina  between  1992  -  1994,  and  the  share  in  1994. 
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Mr.  BILIRAKIS.  Mr.  Burr. 

Mr,  Burr.  Mr.  Chairman,  I  would  ask  unanimous  consent  to 
enter  my  written  opening  statement  into  the  record. 

Mr.  BiLlRAKlS.  Without  objection. 

Mr.  Burr.  And  would  like  to  take  just  a  second  to  welcome  Bar- 
bara Matula,  who  is  the  Director  of  the  North  Carolina  Division  of 
Medical  Assistance,  and  welcome  her  to  Washington  and  to  testify 
at  this  hearing. 

And  I  would  also,  Mr.  Chairman,  like  to  take  just  a  minute  to 
say  that  I  am  shocked,  as  many  new  members  are,  at  the  differing 
views  of  the  problem  in  Medicaid  that  we  have  seen  and  heard  at 
hearings.  HCFA  is  looking  through  one  window  and  the  States  are 
looking  through  another  window.  I  am  amazed  at  what  appears  to 
be  the  lack  of  communication  between  those  that  administer  a  pro- 
gram and  those  that  in  the  field  have  to  work  with  the  recipients. 

I  continue  to  be  amazed  that  my  colleagues  on  the  other  side  of 
the  aisle  want  to  talk  Republican  and  Democrat  and  not  talk  about 
the  people  who  are  affected  by  the  decision  that  we  are  going  to 
make  in  the  104th  Congress.  It  is  time  that  we  get  down  to  where 
the  cancer  is  and  remove  it. 

I  believe  there  is  a  better  way.  If  there  is  not  a  better  way,  then 
we  will  stick  with  what  we  have  got,  but  we  owe  it  to  the  people 
who  sent  us  here  to  go  through  the  exercises.  And  that  is  what 
these  hearings  are  for.  This  is  one  of  many  of  those  hearings. 

We  need  to  talk  about  the  consequences.  Let  me  give  you  a 
quote.  "We  need  to  get  a  handle  on  Medicaid  mandates,  otherwise 
some  of  us  are  going  to  go  broke."  Governor  Clinton,  February 
1991.  That  is  where  we  have  reached.  We  are  in  this  predicament. 
We  put  ourselves  in  the  predicament.  We  are  having  to  address  it 
because  of  a  fiscal  crisis.  The  crisis  will  not  go  away.  We  owe  it  to 
the  American  people  to  solve  the  problem  once  and  for  all. 

Thank  you.  I  yield  back. 

[The  prepared  statement  of  Hon.  Richard  Burr  follows:] 

Prepared  Statement  of  Hon.  Richard  Burr,  a  Representative  in  Congress 
From  the  State  of  North  Carolina 

Thank  you  Mr.  Chairman.  In  light  of  yesterday's  hearing,  I  am  pleased  to  have 
this  opportunity  to  examine  the  micromanagement  of  the  Medicaid  program  by  the 
Federal  Government.  I  am  especially  pleased  to  welcome  Barbara  Matula,  the  direc- 
tor of  the  North  Carolina  Division  of  Medical  Assistance.  It  is  quite  an  honor  to 
have  her  with  us  today  representing  my  great  state. 

Yesterday,  this  committee  heard  testimony  which  spoke  to  the  need  for  controlled 
growth  in  the  Medicaid  system.  Our  panelists  were  able  to  help  us  identify  a  finan- 
cial crisis  resulting  from  the  unmanageable  escalation  of  costs.  This  crisis  has  be- 
come more  clearly  defined  over  the  past  five  years. 

The  unmanageable  growth  of  the  Medicaid  system  is  largely  due  to  congressional 
regulations  mandating  coverage  of  additional  populations  to  which  the  states  must 
adhere.  Most  of  these  mandatory  program  expansions  have  occurred  in  the  last  five 
to  seven  years.  To  place  a  twist  on  this  picture,  I  want  to  point  out  that  while  the 
federal  government  continues  to  accumulate  more  and  more  control  over  the  frame- 
work of  the  Medicaid  program,  we  are  beginning  to  understand  that  it  is  the  states 
who  shoulder  the  final  burden  of  program  costs  in  the  event  that  Uncle  Sam  falls 
into  a  position  where  it  is  no  longer  able  to  pay  the  bills. 

Our  looming  budget  deficit,  left  to  grow,  would  place  us  in  exactly  that  situation. 

Taking  a  minute  to  delve  deeper  into  this  maze  of  a  so-called  federal-state  part- 
nership (which  seems  to  be  more  like  a  federally  controlled  partnership)  I  was  inter- 
ested to  learn  that  even  HCFA,  who  claims  that  Medicaid  is  well  managed  and  re- 
sponsibly administered,  would  not  mind  washing  its  hands  of  the  program.  Adminis- 
trator Vladeck  indicated  that  the  "efficient  program"  which  has  had  great  successes 
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in  minimizing  administrative  burdens  is  a  virtual  nightmare  to  run  what  with  the 
diversity  of  populations  that  must  be  covered  (per  the  federal  government). 

Mr.  Chairman,  I  believe  that  this  program  can  be  better  run  by  the  states.  I  be- 
lieve that  the  people  closer  to  the  affected  populations  know  much  better  what  is 
needed  in  communities  across  the  country.  It  is  clear  that  many  states,  including 
my  own,  have  made  strides  to  separate  themselves  from  the  maze  of  federal  bu- 
reaucracy which  currently  burdens  the  Medicaid  system.  I  hope  our  panels  of  ex- 
perts today  can  shed  some  light  on  how  we  can  best  go  about  accomplishing  this 
goal. 

Mr.  BiLiRAKlS.  I  thank  the  gentleman. 

Mr,  Whitfield. 

Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 

These  hearings  have  been  quite  beneficial.  Today  we  hear  from 
those  people  who  administer  the  program,  and  as  my  colleague 
from  North  Carolina  has  indicated,  they'll  share  the  financial  im- 
pact that  this  program  has  had  on  every  State  in  America.  The  sit- 
uation has  created  a  crisis  condition  in  our  country,  and  particu- 
larly when  you  consider  what  is  happening  in  Medicare  and  other 
programs. 

One  of  the  things  that  I  said  yesterday  at  the  hearing,  is  that 
it  is  much  easier  for  people  involved  in  public  life  to  make  all  sorts 
of  commitments,  liberalize  programs  and  expand  eligibility  require- 
ments to  cover  more  and  more  people,  but  we  also  have  a  respon- 
sibility to  ask  the  question,  what  is  the  cost  of  this  program  and 
try  to  balance  cost  versus  needs  of  our  populations. 

I  was  reading  an  article  just  the  other  day  that  indicated  that 
the  first  year  of  Medicaid  cost  the  State  of  Illinois  $87  million.  This 
year  it  will  be  a  $6  billion  program.  I  think  it  is  quite  obvious  to 
everyone  that  we  can  do  better  with  this  program.  This  is  not 
about  Democrat  versus  Republican  but  it  is  about  solving  Medicaid 
and  health  coverage  for  people  in  this  country. 

As  I  have  visited  with  health  care  workers,  hospital  employees, 
administrators  and  doctors  around  my  district  in  Kentucky,  one  of 
the  concerns  they  also  have  is  the  overuse  of  the  program.  So  I 
don't  think  that  there  is  any  question  that  there  is  significant  prob- 
lems in  Medicaid  today.  We  are  determined  to  try  to  fix  it,  not  de- 
stroy the  program.  But  we  must  make  it  more  effective  at  less  cost 
and  provide  more  help  to  people. 

So  I  think  that  is  the  challenge  that  we  have  before  us,  and  I 
think  that  we  have  the  capability  to  do  it.  So,  Mr.  Chairman,  I 
yield  back  the  balance  of  my  time  and  I  look  forward  to  the  testi- 
mony. 

Mr.  BILIRAKIS.  Thank  the  gentleman. 

Mr.  Brown,  opening  statement? 

Mr.  Brown.  I  have  no  opening  statement,  Mr.  Chairman. 

Mr.  BILIRAKIS.  All  right,  thank  you. 

[The  prepared  statements  of  Hon.  Brian  P.  Bilbray  and  Hon. 
Charlie  Norwood  were  received  for  the  record:] 

Prepared  Statement  of  Hon.  Brian  P.  Bilbray,  a  Representative  in  Congress 
From  the  State  of  California 

Thank  you,  Mr.  Chairman  for  continuing  this  series  of  hearings  on  the  trans- 
formation of  the  Medicaid  program.  I  am  interested  in  the  testimony  both  of  HCFA 
and  several  of  the  State  administrators  of  the  program. 

In  particular,  I  am  pleased  to  see  Mr.  John  Rodriguez,  the  Deputy  Director  for 
Medical  Care  Services  from  my  own  State  of  California.  I  welcome  him  and  look  for- 
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ward  to  his  thoughts  on  CaHfornia's  unique  perspective  on  the  regulatory  control  of 
Medicaid. 

California  is  a  high-growth  Medicaid  State  and,  therefore,  the  proposed  program 
cap  will  not  cover  California's  growth  in  eligible  beneficiaries  and  hospital  price  in- 
flation. In  addition,  we  do  not  have  equity  with  other  States  in  the  program.  Califor- 
nia ranks  48th  in  its  per  person  expenditures  as  other  States  spend  up  to  four  times 
as  much  per  person. 

California's  Medi-Cal  program  is  cost-effective  and  operates  in  a  highly  competi- 
tii^e  market.  It  is  therefore  imperative  that  as  we  begin  to  look  at  block  granting 
to  the  States,  which  I  support,  that  we  do  not  punish  those  that  have  been  innova- 
tive in  their  approaches.  In  addition,  any  block  grant  must  reflect  the  growth  in  the 
poverty  population  and  indigent  care  which  is  provided.  My  State  takes  on  an  enor- 
mous financial  responsibility  for  the  care  of  illegal  aliens  which  are  crossing  our  bor- 
ders. This  should  be  a  Federal  responsibility  and  not  be  allowed  to  fall  to  tne  States 
for  reimbursement. 

It  is  essential  that  any  formula  for  block  grants  reflect  the  relative  growth  in  pov- 
erty population  and  reward,  not  punish  those  that  have  made  great  strides  in  con- 
trolling costs. 

Again,  Mr.  Chairman,  I  would  like  to  commend  you  for  holding  these  hearings 
and  I  look  forward  to  hearing  the  testimony  of  the  witnesses. 


Prepared  Statement  of  Hon.  Charlie  Norwood,  a  Representative  in  Congress 
From  the  State  of  Georgia 

Mr.  Chairman,  thank  you  for  calling  today's  hearing.  I  believe,  Mr.  Chairman, 
that  you  have  done  a  fine  job  of  ordering  these  hearings  so  they  build  on  one  an- 
other. After  looking  at  the  witness  list,  I  am  assured  of  that. 

After  many  years  of  inordinate  attention  being  paid  to  the  Federal  Grovernment, 
it  is  encouraging  to  see  the  needs  of  the  States  being  considered  by  Congress  in  gen- 
eral and  by  this  subcommittee  in  particular. 

Federal  micromanagement  of  Medicaid,  at  both  the  executive  and  congressional 
level,  we  learned  yesterday,  has  contributed  significantly  to  astronomical  growth  of 
the  program. 

I  look  forward  to  today's  proceeding  as  we  uncover  the  excessive  Federal  inter- 
ference that  has  given  the  States  and  their  Governors  so  much  trouble. 

Mr.  Chairman,  I  yield  back  the  balance  of  my  time. 

Mr.  BiLlRAKis.  Without  further  ado,  then,  we  will  go  right  into 
our  panel.  Our  first  panelist  is  Ms.  Sally  Richardson,  Director  of 
the  Medicaid  Bureau  of  HCFA  located  in  Baltimore,  Maryland. 
Yesterday  I  indicated  your  headquarters  was  in  Washington  by 
mistake. 

Ms.  Richardson,  you  have  10  minutes.  Your  entire  written  state- 
ment will  be  entered  in  the  record.  Thank  you.  We  are  pleased  to 
see  you. 

STATEMENT  OF  SALLY  K.  RICHARDSON,  DIRECTOR,  MEDICAID 
BUREAU,  HEALTH  CARE  FINANCING  ADMINISTRATION 

Ms.  Richardson.  Thank  you,  Mr,  Chairman  and  members  of  the 
committee.  I  appreciate  the  opportunity  to  be  here  this  morning  to 
discuss  the  Medicaid  program  and  the  Health  Care  Financing  Ad- 
ministration's role  in  administering  it.  My  written  testimony  builds 
on  Bruce  Vladeck's  testimony  from  yesterday,  and  I  intend  to  focus 
today  on  the  State-Federal  partnership. 

I  also  would  like  to  let  you  know  that  I  have  been  the  Director 
of  the  Medicaid  Bureau  since  September  1993.  Prior  to  that,  I 
worked  for  the  State  of  West  Virginia  for  a  good  many  years  as  the 
deputy  director  of  its  Department  of  Health,  as  the  head  of  its 
Health  Care  Cost  Review  Authority,  and  most  lately  before  coming 
to  the  Federal  level,  as  the  director  of  its  Public  Employees  Insur- 
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ance  Agency,  which  is  its  equivalent  of  the  Federal  Employees 
Health  Benefit  Plan. 

The  Medicaid  program  actually  is  56  different  programs.  The 
States,  the  territories,  and  the  District  of  Columbia  have  utilized 
the  broad  flexibility  that  is  really  inherent  in  the  Medicaid  statute 
itself  to  create  differences  in  eligibility,  coverage,  and  financing 
policies  that  are  quite  various  from  State  to  State.  In  addition  to 
that,  the  differing  economic,  cultural,  and  health  status  of  each  of 
the  State's  beneficiaries  creates  further  diversity  within  and  among 
the  Medicaid  programs.  This  diversity  has  grown  exponentially 
since  Medicaid's  inception  in  1963. 

And  as  the  State  Medicaid  programs  and  their  demographics 
have  changed  and  evolved  over  time,  so  has  HCFA's  role  in  the 
State-Federal  partnership.  What  has  not  changed,  we  believe,  is 
the  need  for  HCFA's  role.  HCFA  brings  consistency  to  the  basic  in- 
tent of  the  program.  Federal  oversight  has  always  been,  and  still 
is,  to  make  sure  that  the  beneficiaries,  for  whom  the  Medicaid  pro- 
gram was  created,  receive  quality  health  care  services,  as  the  Con- 
gress intended,  and  that  Federal  taxpayer  dollars  are  not  wasted 
or  exploited. 

As  the  program  has  changed,  HCFA's  approach  to  carrying  out 
its  responsibilities  has  changed,  too.  In  recent  history,  for  instance, 
HCFA  Administrator  Gail  Wilensky  believed  that  a  central  Federal 
Medicaid  office  was  needed  to  improve  program  accountability  and 
oversight  in  order  to  bring  a  more  consistent  administration  across 
the  States  and  to  give  the  States  a  central  contact.  That  was  in 
1990,  the  creation  of  the  Medicaid  Bureau. 

During  this  administration,  HCFA's  focus  is  on  creating  a  col- 
laborative partnership  with  the  States.  This  administration  is 
acutely  aware  of  the  need  for  the  Federal  Government  to  work  with 
the  States  and  accommodate  their  diversity.  Let  me  give  you  some 
examples. 

Shortly  after  President  Clinton  took  office,  a  series  of  meetings 
began  with  the  National  Governors'  Association  to  discuss  the 
States'  concerns  about  barriers  to  their  effective  management  of 
the  Medicaid  programs.  These  NGA  negotiations  or  discussions  re- 
sulted, among  other  things,  in  agreements  that  related  to  process 
reform,  which  would  expedite  approval  for  home  and  community- 
based  waiver  services  and  managed  care  program  waivers,  two  pro- 
grams which  allow  State  innovation. 

HCFA  committed  at  that  time  not  only  to  improve  the  process 
but  also  to  create  a  timeframe  for  the  approval  process.  In  these 
last  2  years  these  program  innovations  have  been  far  more  readily 
accessible  to  States.  We  now  have  over  200  home  and  community- 
based  service  waivers  and  75  managed  care  programs  underway  all 
across  the  country.  And,  as  the  President  indicated  last  week,  we 
also  want  to  turn  these  program  waivers  into  State  options  that 
allow  even  greater  flexibility  in  these  areas. 

We  really  understand  at  HCFA  that  true  collaboration  means 
bringing  folks  to  the  table  for  input  before  policies  are  made  or  reg- 
ulations are  drafted.  And  we  believe  that  Federal  decisionmaking 
will  improve  if  it  is  informed  by  the  experience  and  practical  exper- 
tise that  States  contribute  as  they  manage  the  programs.  So  in  the 
past  2  years,  we  have  been  increasing  our  reliance  on  State-Federal 
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technical  advisory  groups,  and  as  a  matter  of  fact  have  established 
a  policy  level  organization.  We  call  it  the  Camden  Yards  group  be- 
cause it  was  started  in  Baltimore. 

This  group  is  a  group  of  State  Medicaid  directors,  State  and  local 
government  association  representatives,  and  HCFA's  senior  policy 
staff.  It  meets  quarterly  to  discuss  current  or  upcoming  issues  of 
concern  both  to  States  and  the  Agency  and  to  seek  consensus, 
where  it  is  possible,  or  at  least  a  reasonable  compromise  in  provid- 
ing solutions  that  these  issues  present  as  problems. 

This  Monday  we  will  be  meeting  in  an  all-day  session  in  Camden 
Yards  to  tackle  another  thorny  issue  between  the  States  and  the 
Federal  Government,  and  that  is  the  position  in  the  laws  and  poli- 
cies surrounding  dual  eligible  Medicaid  and  Medicare  beneficiaries. 
We  are  seeking  ways  to  provide  greater  capacity  for  the  States  to 
coordinate  these  dually  eligible  beneficiaries  at  the  local  level. 

The  concept  of  giving  older,  disabled  beneficiaries  alternatives  to 
institutional  care  is  a  shared  value  by  both  States  and  the  Federal 
Government.  This  value  resulted  in  the  home  and  community- 
based  waiver  program,  which  I  mentioned  earlier.  Here  HCFA  has 
become  less  of  a  regulator  and  more  of  a  consultant  and  a  technical 
assistant  to  State  managers. 

We  are  generally  contacted  when  a  State  is  first  considering  a 
waiver  program.  We  provide  advice  and  refer  States  to  specialists 
in  other  States  to  help  them  design  their  waiver  proposal.  Both 
prior  to  and  after  the  submission  of  a  waiver,  we  provide  ideas  on 
ways  the  program  could  be  modified  to  be  more  effective  and 
achieve  the  State's  goals.  We  consult  with  the  State,  actually,  to 
help  them  produce  the  best  possible  program  for  their  beneficiaries 
and  to  share  with  them  the  best  practices  that  are  occurring  all 
across  the  country  that  they  may  not  have  access  to.  We  believe 
that  States  increasingly  see  HCFA  as  more  of  a  facilitator  in  the 
home  and  community-based  program  and  a  partner,  certainly  not 
a  barrier. 

The  country's  health  care  system,  as  you  know,  as  well  as  we,  is 
evolving  and  changing  quite  rapidly,  and  we  believe  our  role  in  this 
change  is  to  encourage  and  assist  States  to  be  as  innovative  as  the 
private  sector.  One  area  where  we  believe  we  have  made  significant 
contributions  to  both  the  States  and  the  private  industry  is  the 
area  of  quality  improvement  for  managed  care  plans. 

With  the  States,  we  joined  with  the  medical  community  and  the 
managed  care  industry  to  initiate  and  continue  to  work  on  cross- 
cutting  national  projects  to  develop  quality  standards  for  Medicaid 
managed  care  programs.  We  have  developed  these  standards.  We 
have  received  a  grant  from  the  Kaiser  Foundation  and  they  are 
being  tested  in  three  States  across  the  country.  They  are  being 
used  by  several  other  States  that  are  not  part  of  the  demonstra- 
tion. 

We  have  moved  forward  from  that  initial  effort  to  take  a  private 
industry  program  that  measures  outcomes  of  managed  care,  it  is 
called  HEDIS,  and  worked  with  States  and  the  industry  to  make 
that  relevant  to  the  Medicaid  population.  We  believe  that  HCFA  is 
uniquely  positioned  to  develop  and  help  develop  the  kinds  of  so- 
phisticated tools  that  States  need  to  achieve  their  goals  in  managed 
care  in  the  future. 
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We  also  think  that  HCFA  plays  a  critical  role  in  information  sys- 
tems. Every  State  has  its  own  system.  They  develop  it  to  meet 
their  own  needs.  Problems  can  arise  when  they  try  to  exchange  in- 
formation from  State  to  State,  or  submit  information  back  and 
forth  with  the  Federal  Government.  To  address  this  problem,  we 
worked  with  the  States  to  develop  national  standards  to  assure 
ease  of  handling  Medicaid  claims  across  State  boundaries.  In  this 
way  States  can  share  information  about  beneficiaries  and  providers 
who  live  and  work  in  more  than  one  State,  and  it  has  helped  States 
to  reduce  fraud  and  abuse,  to  coordinate  payments  by  private  in- 
surers for  services  Medicaid  should  not  be  paying  for,  and  to  get 
a  more  complete  medical  profile  for  people  who  move  from  State  to 
State. 

One  of  the  first  actions  HCFA  took  when  President  Clinton  took 
office  was  to  approve  the  first  statewide  health  care  reform  1115 
waiver  in  over  10  years.  The  Oregon  waiver  had  been  submitted  in 
1989,  and  it  was  initially  denied  under  the  previous  administra- 
tion. In  1993,  the  Oregon  waiver  was  approved.  No  1115  waivers 
were  approved  in  the  previous  10  years  because  no  prior  adminis- 
tration was  willing  to  give  this  amount  of  flexibility  to  the  States. 

This  administration  has  since  approved  10  statewide  health  care 
reform  demonstration  waivers,  and  we  believe  that  our  role  in  so 
doing  is  to  balance  these  goals:  protect  beneficiaries  and  assure  fis- 
cal responsibility  while  supporting  States  to  achieve  as  much  flexi- 
bility as  possible. 

Statewide  demonstrations  are  large  and  complex.  They  involve 
large  numbers  of  beneficiaries  and  large  amounts  of  Federal  match- 
ing funds.  Total  acute  care  spending  in  States  that  have  approved 
waivers  is  almost  13  percent  of  all  Medicaid  expenditures  now.  And 
for  those  that  have  pending  waivers,  it  is  another  15.5  percent. 

Each  of  these  demonstrations  is  unique,  and  the  Federal  review 
of  the  application  must  tailor  itself  to  that  fact.  So  there  is  really 
no  cookie  cutter  approach  that  can  be  taken  to  the  review  and  ap- 
proval of  1115  waivers. 

I  might  point  out,  that  one  of  the  most  difficult  parts  of  this  dis- 
cussion is  the  discussion  around  budget  neutrality.  Demonstration 
proposals  must  be  budget  neutral,  and  we  do  not  bend  this  require- 
ment. We  have  found  that  agreeing  on  this  projection  is  often  the 
most  time-consuming  part  of  the  1115  application  process. 

Mr.  Barton  [presiding].  Ms.  Richardson,  you  have  exceeded  the 
10-minute  limit.  If  you  would  summarize  in  the  next  minute. 

Ms.  Richardson.  In  conclusion,  the  needs  of  States  and  bene- 
ficiaries with  respect  to  the  Medicaid  programs  have  changed  over 
time.  HCFA's  approach  to  administering  the  program  has  changed 
in  response  to  those  needs.  By  working  collaboratively  with  the 
States,  we  are  able  to  administer  a  flexible  and  innovative  Medic- 
aid program  that  is  on  a  par,  as  a  matter  of  fact,  with  the  private 
sector. 

We  are  able  to  do  this  without  neglecting  our  basic  purposes, 
which  is  as  I  said  in  the  beginning,  are  to  make  sure  the  bene- 
ficiaries, for  whom  the  Medicaid  program  was  created,  receive  the 
quality  health  care  services  that  Congress  intended  and  that  Fed- 
eral taxpayer  dollars  are  not  wasted  or  abused. 

And  I  would  be  pleased  to  answer  any  questions. 


97 

[The  prepared  statement  of  Sally  K.  Richardson  follows:] 

Prepared  Statement  of  Sally  K.  Richardson,  Director,  Medicaid  Bureau, 
Health  Care  Financing  Administration 

Chairman  and  Members  of  the  Committee:  I  welcome  the  opportunity  to  be  here 
this  morning  to  discuss  the  Medicaid  program,  its  Federal-State  partnership,  and 
how  the  Health  Care  Financing  Administration  (HCFA)  is  moving  forward  to 
strengthen  that  partnership.  This  Administration  has  been  working  to  strengthen 
Medicaid's  inherent  partnership  between  the  Federal  government  and  the  States. 
We  know  we  need  to  continue  Duilding  on  this  partnership  to  make  necessary  im- 
provements to  the  Medicaid  program. 

Bruce  Vladeck,  Administrator  of  the  Health  Care  Financing  Administration,  testi- 
fied yesterday  to  provide  you  with  a  broad  overview  of  the  Medicaid  program.  I  will 
only  briefly  describe  the  Medicaid  program  and  its  role  in  our  nation's  nealth  care 
delivery  system  and  focus  the  remainder  of  my  testimony  on  the  Federal-State  part- 
nership. 

introduction 

Medicaid  provides  health  coverage  for  36.1  million  Americans — children,  senior 
citizens,  individuals  with  disabilities  and  others — through  a  partnership  between 
the  Federal  government  and  the  States  which  provides  States  with  substantial  flexi- 
bility over  eligibility,  benefits  and  delivery  systems. 

Recently,  States  have  also  been  seeking  additional  flexibility  in  the  Medicaid  pro- 
gram. We  have  responded  by  using  our  demonstration  authority  to  enable  States  to 
pursue  a  number  of  innovative  approaches  to  covering  additional  populations  and 
redesigmng  Medicaid  delivery  systems.  Just  last  week,  the  President  also  proposed 
important  new  reforms  that  will  control  Medicaid  cost  increases  and  provide  States 
with  additional  programmatic  flexibility. 

Except  for  the  period  between  1989  and  1992,  the  Medicaid  program  has  grown 
less  rapidly  than  the  private  sector  on  a  per  capita  basis  (Chart  1).  The 
unsustainable  growth  rates  during  this  time  were  caused  by  several  factors,  includ- 
ing a  national  recession,  States'  use  of  statutory  loopholes  to  leverage  Federal  dol- 
lars, and  increased  provider  payments.  In  response,  the  Executive  Branch  worked 
with  Congress  and  the  States  to  bring  program  costs  under  control  while  maintain- 
ing the  Medicaid  program  as  an  important  source — often  the  only  source — of  cov- 
erage for  low-income  Americans.  Our  new  cost  contsiinment  proposals  continue  this 
commitment. 

MEDICAID  IS  A  CRITICAL  SAFETY  NET 

Medicaid  is  the  primary  source  of  coverage  for  a  wide  variety  of  Americans  with 
diverse  health  care  needs.  It  covers  preventive  care  for  low  and  moderate-income 

firegnant  women  and  children  and  longer  term  care  for  low-income  senior  citizens. 
t  5so  provides  a  variety  of  rehabilitative  and  adaptive  services  for  persons  with 
disabilities,  chronic  care  for  individuals  with  special  needs,  and  supplemental  cov- 
erage for  low-income  Medicare  beneficiaries. 

Generally,  Medicaid  acute-care  coverage  mirrors  the  employer-based  coveraj^e 
available  to  most  Americans,  but  Medicaid  also  provides  long  term  care  benefits  for 
senior  citizens  and  individuals  with  disabilities  that  are  rarely  available  or  afford- 
able through  other  sources.  Because  Medicaid  covers  these  services,  the  program  ul- 
timately helps  a  large  number  of  working  American  families  care  for  their  chron- 
ically ill  family  members.  For  example,  61  percent  of  all  nursing  home  residents  relv 
on  Medicaid  to  help  pay  for  their  care.  Many  beneficiaries  have  complex  health 
needs  or  need  long  term  care  and  therefore  are  very  expensive  to  care  for.  In  1993, 
spending  on  all  services  for  elderly  and  disabled  individuals  constituted  approxi- 
mately 70  percent  of  all  Medicaid  spending,  excluding  payments  to  disproportionate 
share  hospitals  (DSH).  Approximately  half  of  these  dollars  were  spent  on  long  term 
care  in  nursing  homes.  Without  Federal  Medicaid  funding,  many  of  these  individ- 
uals— the  elderly,  chronically  ill,  disabled  and  mentally  ill — would  be  the  sole  re- 
sponsibility of  States,  local  communities  and  their  families.  The  remaining  thirty 
percent  of  Medicaid  spending  is  dedicated  to  care  for  low-income  adults  and  children 
who  use  primarily  hospital  and  physician  services  (Chart  2). 

Americans  who  qualify  for  Medicaid  are  assured  of  financing  for  their  essential 
health  services.  While  eligibility  varies  from  State  to  State,  certain  national  stand- 
ards apply  to  all  States — notably  coverage  for  low-income  pregnant  women  and  chil- 
dren, and  the  low-income  elderly  and  disabled.  States  provide  the  full  range  of  serv- 
ices to  beneficiaries,  from  childhood  immunizations  to  nursing  home  care.  Within 
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these  parameters,  Medicaid  has  had  substantial  success  serving  diverse  low-income 
populations.  For  example,  Medicaid  coverage  improves  continuitv  of  prenatal  care 
for  low-income  pregnant  women  and  increases  disabled  children  s  access  to  physi- 
cians. 

FEDERAL  ROLE  IS  ESSENTIAL 

The  Federal-State  partnership  of  the  Medicaid  program  is  a  critical  element  to  the 
provision  of  high  quality  health  care  to  the  most  vulnerable  and  needy  populations 
in  our  society.  Federal  participation  and  oversight  in  the  effort  to  provide  for  the 
health  care  needs  of  pregnant  women  and  children,  persons  with  disabilities,  and 
senior  citizens,  is  essential.  The  Federal  role  is  not  to  micromanage  the  Medicaid 
program.  Our  role  is  to  make  sure  the  needs  of  these  populations  are  met  through- 
out the  country  in  the  manner  the  Congress  intendea;  to  protect  the  Federal  and 
State  dollars  from  waste  and  abuse;  and  to  make  sure  we  get  the  most  value  for 
our  limited  resources. 

The  significance  of  the  Federal  role  in  assuring  the  provision  of  health  care  serv- 
ices to  low  income  Americans  was  underscored  when  the  Medicaid  program  was  cre- 
ated in  1965.  The  administrative  design  of  the  program  was  to  provide  State  flexibil- 
ity. Federal  oversight  was  established  to  assure  compliance  to  the  law. 

The  significance  of  the  Federal  role  was  further  emphasized  when  the  Medicaid 
Bureau  was  created  within  the  Health  Care  Financing  Administration  in  1990, 
under  then  Administrator  Gail  Wilensky.  The  Medicaid  Bureau  was  created  out  of 
recognition  that  Federal  oversight  of  the  Medicaid  program  needed  to  be  structured, 
focused  and  consistent. 

MANAGEMENT  OF  THE  MEDICAID  PROGRAM 

HCFA  monitoring  of  the  States'  Medicaid  pro-ams  and  legislative  activities  pre- 
vents beneficiaries  from  falling  through  cracks  in  the  Nation's  health  care  system. 
Medicaid  serves  some  of  the  most  memcally  needy  populations  in  the  country.  Often 
these  medical  needs  are  the  most  expensive.  Families  with  children  with  severe 
medical  conditions  such  as  developmental  and  chronic  physical  disabilities  are  more 
likely  to  have  low  incomes  and  be  eligible  for  Medicaid.  In  addition,  Medicaid  is  the 
safety  net  program  for  beneficiaries  who  have  medical  costs  including  long  term  care 
that  are  not  covered  by  other  forms  of  pajrment 

In  addition,  services  needed  by  the  low  income,  disabled,  and  senior  citizen  popu- 
lations are  often  difiicult  to  provide.  Coordination  of  services,  in  particular  the  inte- 
gration of  acute  and  chronic  care  services,  are  necessary  to  provide  quality  health 
care  to  individuals  with  intensive  medical  needs.  The  special  needs  of  these  popu- 
lations are  often  overlooked  in  both  private  and  public  health  care  delivery  systems. 
Federal  oversight  assures  the  coordination  in  addition  to  the  delivery  of  Medicaid 
services  to  these  beneficiaries. 

Fostering  Efficiency 

HCFA  has  worked  closely  with  States  to  make  the  Medicaid  program  more  efB- 
cient.  Our  low  Federal  and  State  administrative  costs — 3.7  percent  of  total  program 
spending  in  1993 — demonstrate  our  success  in  minimizing  administrative  burden. 
As  a  result,  we  can  target  program  dollars  on  beneficiaries  and  their  health  needs. 
In  addition,  the  Medicaid  program  has  pioneered  a  number  of  innovations  that  en- 
hance program  efficiency,  expand  access  to  services,  irnprove  quality  of  care,  and 
create  new  delivery  mechanisms  that  better  serve  beneficiaries.  Many  of  these  re- 
forms have  been  adopted  by  the  private  sector  after  they  were  tested  by  Medicaid. 

Fostering  Innovation 

HCFA  has  encouraged  and  supported  States  to  pursue  a  wide  range  of  adminis- 
trative and  programmatic  innovations,  including: 

— Replacing  institutionalized,  nursing  home  care  with  home  and  community-based 
services  for  disabled  and  elderly  beneficiaries,  thus  reducing  nursing  home  costs 
while  improving  quality  of  life  for  these  patients; 

— Introducing  magnetic  strip  cards  to  provide  immediate  access  to  eligibility  infor- 
mation, third  party  liability  and  electronic  claims  filing; 

— Experimenting  with  new,  gatekeeper-oriented  forms  of  managed  care  to  maximize 
enrollee  choice  while  also  controlling  costs;  and 

— Implementing  automated  drug  utilization  review  to  improve  the  quality  of  phar- 
macy services  and  limit  the  potential  for  fraud  and  abuse. 
The  Federal  government  continues  working  to  provide  substantial  assistance  to 

the  States  and  forge  new  paths  for  the  Medicaid  program.  Some  notable  examples 

include: 
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— Developing  innovative  Federal  quality  assurance  guidelines  for  Medicaid  managed 
care  organizations; 

— Spearheading  the  effort  to  define  outcome  measures  to  assure  that  managed  care 
enrollees  receive  high  quality  health  services; 

— Developing  "best  practices  guidelines"  for  primary  care  case  management  pro- 
grams; Early,  Periodic  Screening,  Diagnosis  and  Treatment  (EPSDT)  implemen- 
tation; and  quality-assurance  in  community-based  programs; 

— Using  Federal  market  influence  to  implement  a  national  drug  rebate  program — 
thus  holding  per  person  drug  expenditures  to  1988  levels; 

— Developing  quality  standards  to  protect  seniors  and  others  in  nursing  homes. 

— Developing  model  marketing  guidelines  and  solvency  guidelines  for  managed  care 
plans. 
Many  of  these  Federal  efforts  focus  on  protecting  Medicaid  beneficiaries,  ensuring 

Medicaid's  fiscal  integrity,  and  ensuring  that  public  dollars  are  well  spent  on  high 

quality  services,  all  within  the  broader  context  of  providing  substantial  support  to 

State  programs. 

Controlling  Spending  Growth 

HCFA  has  played  a  significant  role  in  controlling  the  growth  in  program  spend- 
ing. The  substantial  program  growth  of  the  late  1980s  and  early  1990s  was  largely 
driven  by  States'  use  of  provider  taxes,  voluntary  donations  and  disproportionate 
share  hospital  (DSH)  pavments  to  leverage  Federal  matching  dollars.  Fortunately, 
because  oi  ovu*  work  and  the  Congress's  efforts — through  this  Committee  and  oth- 
ers— the  worst  abuses  have  been  tempered. 

Today,  we  project  that  year-to-year  expenditure  growth  in  the  current  Medicaid 
benefit  spending  will  average  9.3  percent  through  2000.  Because  enrollment  growth 
has  driven  much  of  the  spending  increases  in  Medicaid,  our  per  capita  growth  rates 
are  much  lower.  We  estimate  that  Medicaid's  annual  per  capita  growth  will  average 
5.4  percent  through  2000. 

STATE  FLEXIBILITY 

State  flexibility  within  the  Medicaid  program  is  essential  and  this  Administration 
recognizes  that.  The  Clinton  Administration  has  done  more  in  the  past  two  years 
to  enhance  State  flexibility  while  at  the  same  time  assuring  the  delivery  of  quality 
health  care  to  Medicaid  beneficiaries  than  any  previous  Administration. 

State  Medicaid  programs  are  changing  and  HCFA  is  providing  guidance  and  tech- 
nical assistance  to  States  to  help  them  implement  new  and  innovative  systems  of 
health  care  delivery  and  financing.  During  my  tenure  as  Director  of  the  Medicaid 
Bureau,  the  Department  of  Health  and  Human  Services  has  approved  ten  State- 
wide health  care  reform  demonstrations  to  test  new  approaches  to  providing  and  fi- 
nancing services  to  Medicaid  beneficiaries.  In  the  previous  ten  years  there  were  no 
similar  demonstrations  approved. 

We  also  are  assisting  States  as  they  move  beneficiaries  into  managed  care 
through  1915(b)  or  "freedom  of  choice"  waivers.  There  are  now  seventy  five  1915(b) 
waiver  programs.  In  addition,  there  are  over  two  hundred  home  and  community 
based  services  waiver  programs  underway  across  the  states  providing  innovative  al- 
ternatives to  institutional  care. 

HCFA  is  committed  to  increasing  State  flexibility  within  the  current  Federal- 
State  partnership.  An  example  of  this  commitment  is  the  streamlined  requirements 
and  application  processes  program  waivers  and  demonstration  waivers. 

1915(b)  and  1915(c)  Waivers 

The  most  common  Medicaid  program  waivers  states  request  are  freedom  of  choice 
waivers  and  home  and  community-based  services  waivers,  which  are  authorized  by 
section  1915  of  the  Social  Security  Act.  This  authority  enables  States  to  more  effi- 
ciently organize  their  Medicaid  programs  and  to  target  specific  populations  for  spe- 
cific services. 

Under  section  1915(b)  program  waivers.  States  may  establish  primary  care  case 
management  programs  or  require  Medicaid  beneficiaries  to  enroll  in  managed  care 
plans.  Under  section  1915(c)  program  waivers,  States  may  establish  programs  to 
provide  services  to  beneficiaries  at  home  or  through  the  community  rather  than  at 
medical  institutions  such  as  nursing  homes. 

In  1991,  HCFA  streamlined  the  process  for  applying  for  a  freedom  of  choice  waiv- 
er. The  streamlined  waivers  application  provides  consistency  and  structure  to  the 
waiver  applications  while  eliminating  some  of  the  guesswork  for  States.  HCFA  is 
currently  updating  the  streamlined  application  to  reflect  the  States'  evolving  Medic- 
aid managed  care  programs. 
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In  July  of  1994  HCFA  reduced  home  and  community  based  waiver  program  re- 
quirements by  simplifying  the  cost  neutrality  formula — reducing  the  number  of  fac- 
tors States  were  required  to  incorporate  from  14  to  4;  eliminating  the  requirement 
for  States  to  account  for  unused  nursing  home  beds;  and  eliminating  the  duplicative 
mandatory  requirement  for  independent  assessment  of  the  states'  programs.  Fur- 
thermore, we  are  working  on  guidelines  to  revise  annual  reporting  requirements  of 
states  with  1915(c)  waiver  programs. 

1115  Waivers 

Section  1115  of  the  Social  Security  Act  gives  the  Secretary  broad  latitude  to  per- 
mit demonstrations  that  further  the  goals  of  the  Medicaid  program.  Through  these 
programs,  States  may  test  the  effectiveness  and  efficiency  of  their  new  ideas. 

Our  review  of  statewide  health  care  reform  demonstrations  is  a  good  example  of 
how  federal  oversight  for  the  protection  of  beneficiaries  and  fiscal  responsibility  is 
combined  with  our  efforts  to  provide  States  with  flexibility. 

Statewide  health  care  reform  demonstrations  are  large  and  complex.  They  involve 
large  numbers  of  Medicaid  beneficiaries  and  large  amounts  of  federal  matching 
funds.  Total  acute  care  spending  in  States  with  approved  Statewide  demonstrations 
accounts  for  over  12.8  percent  of  all  Medicaid  expenditures.  Total  acute  care  expend- 
itures in  States  with  pending  applications  represent  an  additional  15.4  percent  of 
total  Medicaid  spending. 

Because  each  demonstration  is  unique,  Federal  review  of  the  application  accounts 
for  program  differences  in  the  States.  To  allow  for  State  differences,  neither  the 
1115  waiver  application  nor  the  review  process  has  a  "cookie  cutter"  format.  Some 
demonstrations  involve  a  state's  entire  Medicaid  population  while  others  involve 
only  pregnant  women  and  children.  Some  demonstrations  include  new  methods  for 
delivering  mental  health  services  and  care  to  persons  with  disabilities,  while  others 
exclude  these  populations  reljdng  on  the  standard  fee-for  service  delivery  system  for 
these  services. 

HCFA's  Priorities  for  Demonstration  Programs 

Much  of  our  effort  in  reviewing  States'  demonstration  applications  is  working  with 
States  to  refine  and  strengthen  various  program  elements  that  are  of  high  priority 
to  HCFA.  HCFA  has  worked  with  the  National  Governors'  Association  on  param- 
eters for  Medicaid  demonstrations  and  has  implemented  several  efforts  to  stream- 
line the  application  process.  The  goal  of  these  efforts  is  to  foster  innovation  by  work- 
ing with  States  as  they  move  from  concept  development  through  implementation, 
and  to  make  sure  beneficiaries  receive  their  entitled  services  by  working  with  States 
to  help  them  monitor  and  implement  programs. 

HCFA  priorities  for  statewide  health  care  reform  demonstrations  include  protect- 
ing beneficiaries  to  ensure  that  the  current  Medicaid  population  retains  effective 
coverage  under  a  demonstration  program;  providing  access  to  quality  health  care; 
and  encouraging  State  innovation  for  delivery  and  financing  of  services. 

Proposals  must  also  be  budget  neutral.  A  program  is  budget  neutral  if  we  antici- 
pate tnat  Federal  matching  payments  during  the  demonstration  will  not  exceed  Fed- 
eral payments  without  the  demonstration.  We  have  found  that  agreeing  on  this  pro- 
jection is  often  the  most  difficult  and  time-consuming  part  of  the  application  process. 

As  I  stated  above,  prior  to  the  Clinton  Administration,  only  one  1115  demonstra- 
tion existed  and  since  1992  ten  have  been  approved.  In  the  course  of  approving 
these  ten  1115  waivers,  the  Health  Care  Financing  Administration  has  learned  a 
great  deal  about  how  to  manage  the  application  and  review  process,  which  we  have 
applied  to  subsequent  waiver  requests. 

We  have  learned  how  important  early  dialogue,  technical  assistance,  and  well- 
thought-out  implementation  serves  the  ultimate  success  of  a  demonstration  pro- 
gram. Monitoring  also  plays  a  critical  role  in  early-problem  solving,  averting  crises 
and  protecting  beneficiaries. 

Internally,  HCFA  has  implemented  a  team  review  process  that  allows  for  concur- 
rent review  of  various  sections  of  the  applications.  We  have  also  established  internal 
deadlines  for  providing  feedback  to  states  regarding  the  status  of  their  application. 
Within  30  days  of  receiving  the  application,  HCFA  provides  the  State  with  a  "major 
issues"  letter.  This  letter  identifies  major  policy  questions  that  the  State  needs  to 
be  aware  of  in  order  to  successfully  implement  the  demonstration.  Within  60  days 
of  receiving  the  application,  HCFA  provides  the  state  with  a  list  of  questions  regard- 
ing the  proposed  demonstration  that  need  to  be  addressed  by  the  state.  The  ques- 
tions are  technical  in  nature  to  help  the  State  further  define  the  scope  of  their  pro- 
gram. 

The  types  of  questions  HCFA  asks  depends  on  the  content  of  the  demonstration 
application.  Many  times  we  find  coverage  gaps  for  benefits  and  services  guaranteed 
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all  beneficiaries  under  the  federal  statute.  HCFA's  questions  regarding  1115  dem- 
onstrations are  necessary  to  make  sure  beneficiaries  have  access  to  services  and  re- 
ceive quality  care.  Our  questions  also  are  needed  to  make  sure  Federal  and  State 
limited  resources  are  efficiently  spent. 

OTHER  AGENCY  EFFORTS 

In  addition  to  changes  to  program  and  demonstration  waiver  processes,  HCFA  has 
implemented  other  efforts  to  strengthen  the  Federal-State  partnership. 

Technical  Assistance — Provider  Taxes 

HCFA  is  reaching  out  to  States  to  provide  technical  assistance.  Last  December, 
HCFA  found  that  nine  States  had  provider  tax  programs  that  were  impermissible 
under  the  requirements  of  the  law.  In  addition,  HCFA  found  twenty  tnree  states 
had  programs  that  did  not  meet  broad-based  and  uniformity  requirements  estab- 
lished by  the  law. 

HCFA  has  done  considerable  outreach  to  educate  states  about  the  provider-tax 
and  waiver  requirements  and  to  assist  the  states  in  their  efforts  to  apply  for  waivers 
for  certain  requirements.  This  February  HCFA  met  with  States  to  provide  technical 
assistance  on  appljdng  for  waivers  for  provider  tax  requirements  established  in  the 
Medicaid  Voluntary  Contributions  and  Provider-Specific  Tax  Amendments  of  1991. 

Child  Support 

The  Omnibus  Budget  Reconciliation  Act  of  1993  (OBRA  93)  requires  States  to  es- 
tablish laws  placing  requirements  on  employers,  insurers,  and  Medicaid  agencies  re- 
garding child  support  enforcement  activities.  The  Medicaid  Bureau  has  been  actively 
involved  in  overseeing  the  implementation  of  OBRA  93  including:  proposing  tech- 
nical changes  to  the  legislation  to  improve  its  clarity  and  operational  effectiveness; 
working  with  the  Department  of  Labor  and  the  National  Association  of  Insurance 
Commissioners  to  draft  model  legislation  for  States;  conducting  numerous  briefings 
for  State  and  regional  representatives. 

CONCLUSION 

This  Administration  recognizes  and  supports  the  need  for  variations  eunong  State 
Medicaid  programs.  I  worked  in  the  state  of  West  Virginia  over  eighteen  years  and 
I  fully  appreciate  the  need  for  State  authority  and  flexibility.  But  I  also  believe  fed- 
eral oversight  is  critical  for  the  protection  oi  the  beneficiaries  the  Medicaid  statute 
was  created  to  serve  and  to  make  sure  federal  dollars  are  not  wasted. 
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Mr.  Barton.  I  thank  the  gentlelady. 

I  will  reset  the  clock.  Congressman  Bilirakis  had  to  go  before  the 
Policy  Committee  to  testify  on  an  issue,  so  he  will  be  absent  for  30 
minutes  or  so.  He  left  some  prepared  questions  that  he  asked  me 
to  ask  you. 

Several  weeks  ago  a  number  of  the  Governors  testified  before 
this  subcommittee  about  the  shortcomings  in  HCFA's  management 
of  the  Medicaid  program.  They  listed  numerous  examples  of  micro- 
management.  They  also  expressed  a  high  level  of  personal  displeas- 
ure about  HCFA  decisionmaking  practices. 

Why  do  you  believe  that  the  Governors  of  the  various  States,  and 
we  had  five  Governors  here,  why  do  you  think  that  they  are  so  dis- 
satisfied with  HCFA's  general  attitude  and  management  style? 

Ms.  Richardson.  The  Medicaid  program  was  created  as  a  State- 
Federal  partnership.  It  has  been  that  for  all  its  existence.  Because 
there  are  enormous  numbers  of  people  involved  and  enormous 
numbers  of  both  Federal  and  State  dollars,  it  has  always  been  a 
program  that  has  had  tensions  between  the  State  and  the  Federal 
Government  in  terms  of  the  implementation  of  the  laws  that  have 
been  passed  to  add  to  the  Medicaid  program  in  a  variety  of  ways. 

This  is  a  balancing  act,  and  it  requires  HCFA  to  take  actions 
that  please  some  States  and  displease  others.  That  varies  depend- 
ing upon  the  action  that  HCFA  takes.  On  the  other  hand,  if  we  did 
not  do  the  job  that  we  have  been  given,  to  administer  the  program 
as  it  was  intended  to  be  administered,  this  committee,  I  think, 
would  have  a  great  deal  of  problems  with  HCFA  for  not  doing  the 
job  as  the  law  intended. 

Mr.  Barton.  You  think  you  just  tend  to  be  more  tight  fisted  than 
the  Governors  of  the  States — I  didn't  get  that  sense  from  them — 
I  got  a  sense  from  the  Governors,  and  this  is  not  in  the  prepared 
question,  that  HCFA  had  a  somewhat  arrogant  attitude  and  did 
not  want  to  cooperate  with  the  States.  Would  you  disagree  with 
that? 

Ms.  Richardson.  I  can  speak  from  my  experience  in  HCFA,  and 
I  can  say  that  we  have  made  every  attempt  that  we  can,  and  I 
think  the  States  would  agree,  to  reach  out  to  the  States,  to  cooper- 
ate with  them,  to  bring  them  into  the  process  of  making  decisions 
that  relate  to  the  program  as  a  whole.  We  feel  that  that  is  an  im- 
portant part  of  the  way  we  work  in  the  Health  Care  Financing  Ad- 
ministration. 

Mr.  Barton.  Could  you  be  more  specific?  In  your  written  testi- 
mony you  talk  about  efforts  to  streamline  the  1115  waiver  applica- 
tion process.  Could  you  be  a  little  bit  more  specific  and  give  us 
some  of  the  details  about  this  streamlined  procedure? 

Ms.  Richardson.  The  1115  waiver  process,  as  I  pointed  out  in 
my  testimony,  is  something  that,  basically,  began  with  this  admin- 
istration. There  had  been  no  other  1115  statewide  demonstration 
allowed  since  Arizona  joined  the  Medicaid  program  as  a  statewide 
demonstration  in  1983. 

There  is  no  doubt  about  the  fact  that  we  have,  in  the  process  of 
reviewing  and  approving  10  waivers,  learned  a  great  deal  and 
begun  to  improve  the  way  we  operate  the  process.  We  have  put  to- 
gether and  have  shared  with  the  States — and  are  getting  their 
comments  on  it,  a  kind  of  outline  or  form  of  an  application  that  can 
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help  them  know  the  kinds  of  information  we  would  like  to  see  up 
front  That  is  one  way  of  making  the  application  process  run  more 
smoothly. 

In  addition,  we  have  instituted  a  practice  of  identifying  imme- 
diately what  we  see  as  the  major  policy  issues  in  the  State's  pro- 
posal, which  we  believe  are  going  to  be  the  subject  of  discussion  be- 
tween the  Federal  Government  and  the  State.  We  are  letting  the 
State  know  about  these  major  issues  within  a  very  short  time  after 
we  receive  the  application  so  that  they  can  begin  to  know  the  areas 
in  which  we  are  going  to  be  asking  for  additional  information. 

Some  States  take  a  very  short  time„  Of  the  10  waivers  we  have 
approved,  five  have  taken  less  than  6  months  to  go  through  the 
whole  approval  process.  Other  States  take  a  much  longer  period  of 
time  for  a  variety  of  reasons. 

We  discussed  a  little  bit  yesterday  the  State  of  Illinois.  The  State 
of  Illinois  has  some  substantial  program  problems  in  its  Medicaid 
program,  and  getting  the  kind  of  information  that  will  assure  us 
that  it  has  the  capacity  to  change  its  Medicaid  program  and  oper- 
ate a  totally  different  system  is  taking  time. 

Mr.  Barton.  My  time  has  expired.  The  Chair  would  now  recog- 
nize the  gentleman  from  California,  Mr.  Waxman. 

Mr.  Waxman.  Thank  you  very  much. 

Ms.  Richardson,  as  you  know  the  House  Republican  Medicaid 
budget  would  reduce  Federal  matching  funds  to  the  States  by  $187 
billion  over  the  next  5  years.  In  the  course  of  assessing  this  pro- 
posal at  yesterday's  hearing,  CBO  testified,  "Improving  efficiency 
by  itself  almost  certainly  would  not  achieve  reductions  in  the  rate 
of  growth  of  the  order  of  magnitude  being  discussed.  Some  com- 
bination of  cutbacks  in  eligibility,  covered  services,  or  payments  to 
providers  would  probably  be  necessary." 

As  a  former  State  official  and  current  Federal  administrator,  do 
you  agree  with  CEO's  assessment?  Can  the  States  achieve  the  level 
of  savings  called  for  under  the  Republican  Medicaid  budget  through 
less  Federal  micromanagement,  or  will  they  have  to  cut  back  on 
coverage? 

Ms.  Richardson.  Well,  as  a  matter  of  fact,  I  still  live  half  of  my 
life  in  West  Virginia,  so  I  keep  up  with  things  that  impact  the 
State.  One  of  the  things  I  have  noticed  is  that  the  State  of  West 
Virginia  would  lose  27  percent  of  its  Medicaid  funding  over  this  pe- 
riod of  time,  which  is  an  enormous  cut  in  its  program. 

Mr.  Vladeck  had  a  chart  that  he  used  yesterday,  and  I  think  it 
shows  very  clearly  what  would  happen  to  States.  Because  of  the 
growth  in  population  in  the  program,  and  we  are  even  projecting 
a  downward  trend  in  that  growth,  the  level  of  cuts  proposed  would 
only  cover  that  growth.  So  that  there  is  no  leeway  for  the  increase 
in  either  the  CPI  or  the  higher  cost  of  medical  inflation.  There  is 
nothing  that  the  States  can  do  to  really  impact  on  that. 

So  after  they  have  taken  the  initial  savings  that  they  might  be 
able  to  bring  into  the  program  from  things  like  more  tightly  man- 
aged, managed  care,  they  will  have  to  begin  to  cut  into  provider 
payments.  They  are  going  to  have  to  eventually  start  reducing  the 
eligible  beneficiaries,  who  is  eligible  for  the  program. 

Mr.  Waxman.  CBO  also  made  the  following  observation  at  yester- 
day's hearing  regarding  the  elderly  and  disabled  populations  now 
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covered  by  Medicaid.  "Managed  care  approaches  for  those  popu- 
lations remain  under  development,  leaving  near-term  prospects  for 
cost  savings  uncertain.  Consequently,  in  terms  of  access  to  and 
quality  of  care,  substantial  reductions  in  Medicaid  spending  could 
have  particularly  serious  implications  for  elderly  and  disabled 
beneficiaries." 

I  think  most  people  would  agree  that  the  proposed  Republican 
Medicaid  cuts  of  $187  billion  over  7  years  qualifies  as  a  substantial 
reduction  in  Federal  spending  in  the  program.  Do  you  agree  with 
CBO  that  these  cuts  could  have  particularly  serious  implications 
for  elderly  and  disabled  beneficiaries;  and  what  might  happen  to 
them? 

Ms.  Richardson.  The  other  chart  did  show  what  Dr.  Vladeck 
talked  about  yesterday,  that  the  majority  of  Medicaid  funds  are 
spent  on  that  smaller  portion  of  the  population  who  are  the  elderly 
and  disabled.  I  do  agree  with  CBO's  statement  that  services  to  this 
population  would  be  particularly  endangered  by  substantial,  very 
heavy  cuts  in  the  program, 

A  variety 

Mr.  Waxman.  What  does  that  mean,  "endangered"?  What  will 
happen?  What  could  happen? 

Ms.  Richardson,  This  is  the  most  expensive  population  we  serve 
on  a  per  capita  basis,  as  well  as  in  aggregate, 

Mr,  Waxman.  In  fact,  most  of  the  Medicaid  dollars  go  for  this 
population,  the  elderly  and  disabled. 

Ms.  Richardson.  Almost  70  percent  of  our  funds.  Some  of  those 
populations,  for  example  the  medically  needy,  are  served  at  the 
State's  option. 

Mr.  Waxman,  So  they  will  take  the  flexibility  route  of  cutting 
that  off. 

Ms.  Richardson.  States  have  the  flexibility  to  cut  optional  cov- 
erage. 

And  most  medically  needy  are  elderly  people,  who  have  been  im- 
poverished by  their  medical  costs  and  who  need  long-term  care 
services  in  order  to  exist.  This  could  be  a  substantial  problem  to 
these  people,  who  do  not  have  another  alternative  for  long-term 
care  in  the  system  as  it  exists  right  now  than  Medicaid.  Medicaid 
is  the  safety  net  provider  for  them.  In  addition  to  that,  cutting  the 
payments  to  providers  will  actually  reduce  access  to  Medicaid  bene- 
ficiaries. So  any  solution  States  take  is  not  going  to  be  a  good  solu- 
tion for  the  health  care  beneficiaries.  And  this  is  particularly  true 
for  the  disabled  and  elderly, 

Mr,  Barton,  The  gentleman's  time  has  expired.  The  Chair  would 
now  recognize  one  of  the  physicians  on  the  subcommittee,  Dr, 
Ganske,  of  Iowa,  for  5  minutes, 

Mr,  Ganske,  Ms.  Richardson,  are  there  provisions  in  the  Presi- 
dent's budget  plan  for  reductions  in  funding  for  title  19? 

Ms.  Richardson.  The  President's  proposal  is  a  6  percent  reduc- 
tion in  Medicaid  funding  over  a  period  of  10  years. 

Mr,  Ganske,  I  think  the  President  has  quite  a  bit  of  experience 
in  this  area  from  being  the  Governor  of  Arkansas,  What  would  6 
percent  amount  to  in  terms  of  total  dollars? 

Ms.  Richardson.  I  think  it  was  $54,  $55  billion. 


107 

Mr.  Ganske.  Do  you  agree  with  that?  Do  you  agree  you  could  af- 
fect savings  of  that  amount  and  still  maintain  quality? 

Ms.  Richardson.  Over  that  period  of  time  in  that  incremental 
fashion,  yes,  I  do. 

Mr.  Ganske.  And  how  would  you  do  that? 

Ms.  Richardson.  I  think  there  are  a  variety  of  ways  that  States 
could  manage  the  Medicaid  program  more  efficiently  and  more  ef- 
fectively. Many  States  are  already  undertaking  that.  Obviously,  a 
move  into  managed  care  is  one  of  those  alternatives. 

The  whole  concept  of  beginning  to  do  case  management  and  co- 
ordination of  services  in  the  area  of  long-term  care  has  not  been 
tried  or  proven  yet,  but  States  are  very  incrementally  beginning  to 
do  demonstrations  in  that  area.  There  are  real  possibilities  to  pro- 
vide more  effective  services  in  that  area  of  care. 

Additionally,  the  DSH  program  could  be  better  targeted  to  those 
facilities  that  are  only  providing  the  services  that  the  DSH  was  in- 
tended to  pay  for. 

Mr.  Ganske.  Do  you  see  a  better  way  to  address  the  problem 
that  we  have  had  with  States  gaming  the  system? 

Ms.  Richardson,  Well,  I  think  we  are  doing  a  pretty  good  job  of 
that  right  now.  Not  only  do  we  have  the  congressional  intent  and 
implementation  of  both  the  correction  in  the  limitation  and  closing 
down  of  DSH  payments,  we  also  have  the  donations  and  taxes  law, 
which  is  limiting  and  making  broad-based  the  kinds  of  donations 
and  taxes  programs  which  States  can  implement.  And  States  are 
coming  into  compliance  with  that  law;  or  are  in  the  process. 

So  that  is  being  removed.  We  had  an  instance  in  California  this 
year  where  the  State  had  developed  an  administrative  claiming 
system  that  would  have  cost  almost  an  additional  billion  dollars  in 
Federal  share  for  California's  administrative  cost,  doubled  its  ad- 
ministrative cost,  and  put  it  at  about  three  times  the  national  aver- 
age. We  identified  that  problem,  and  we  disallowed  those  claims. 
It  involved  duplicate  claiming  for  things  that  were  included  in  the 
medical  service  rate  as  well  as  some  other  Federal  program  dupli- 
cations and  other  problems. 

We  have  worked  with  the  State  to  try  to  reduce  the  negative  im- 
pact of  that  disallowance,  but  such  a  problem  could  have  really 
begun  to  cost  the  Federal  Government  a  great  deal  of  money  if 
other  States  had  picked  up  the  system.  So  I  think  we  are  much  bet- 
ter at  monitoring  those  kinds  of  programs. 

Mr.  Ganske.  I  think  your  testimony  and  the  testimony  of  Mr. 
Vladeck  yesterday  pointed  out  that  HCFA  has  been  moving  toward 
increased  flexibility.  About  20  percent  of  the  States,  I  believe,  have 
received  waivers.  So,  basically,  what  you  are  saying  that  savings 
can  be  affected  without  sacrificing  quality  and  that  it  is  important 
to  get  increased  flexibility  into  the  system.  I  think  that  that  is  a 
start,  because  that  is  basically  what  we  are  interested  in  as  we  talk 
about  the  issue  of  block  grants  to  provide  increased  flexibility.  And 
also,  I  think  it  would  do  something  to  take  care  of  the  problem  of 
States  that  have  gamed  the  area  of  matching  funding. 

So  I  thank  you  very  much  and  I  yield  back  the  remainder  of  my 
time. 

Mr.  Barton.  I  thank  the  gentleman  from  Iowa.  The  Chair  now 
recognizes  the  gentleman  from  Ohio,  Mr.  Brown. 
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Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Ms.  Richardson,  following  your  comments  about  what  the  cuts 
would  mean,  the  $187,  that  27  percent  in  West  Virginia,  my  State, 
would  experience  a  29  percent  cut.  What  kind  of  safety  net  is  there 
for  those  people  who  would  lose  Medicaid  services?  Do  local  govern- 
ments, State  governments  have  to  raise  taxes?  Any  kind  of  safety 
net  for  those  people? 

Ms.  Richardson.  Well,  speaking  from  my  experience  in  West 
Virginia,  there  is  no  safety  net.  Medicaid  is  the  safety  net  in  West 
Virginia  that  provides  its  vulnerable  people  with  the  health  care 
they  need.  And  absent  that  kind  of  a  safety  net,  the  care  that  they 
need  then  becomes  part  of  the  uncompensated  care  that  is  picked 
up  by  the  private  sector  which  drives  up  the  cost  for  everyone  else. 

But  even  worse,  most  people  just  do  not  get  the  care  that  they 
need  until  they  are  very,  very  sick,  or  very,  very  damaged  by  the 
lack  of  health  care.  I  think  there  is  no  difference  between  what 
would  happen  in  my  State  and  what  would  happen  in  other  States. 

Mr.  Brown.  And  ultimately  perhaps  costing  more  because  they 
are  very,  very  sick  when  they  ultimately  get  care. 

Ms.  Richardson.  But  the  problem  with  the  block  grant  is  that 
there  is  no  more  money.  Block  grants  put  the  States  at  enormous 
risk  for  having  to  use  their  own  funds,  funds  that  they  don't  have 
any  more  than  the  Federal  Government  has  funds,  to  pick  up  these 
services. 

So  the  ultimate  risk  in  this  block  grant  is  at  the  State  level  and 
the  State's  responsibility  for  these  people  who  are  State  residents. 

Mr.  Brown.  There  has  been  a  persistent  theme  really  in  this 
Congress  and  in  this  committee,  this  subcommittee,  that  block 
grants  will  cut  bureaucracy,  that  block  grants,  whether  it  is  school 
lunch  programs,  child  nutrition  programs,  or  whether  it  is  Medic- 
aid, that  block  grants  will  allow  us  to  streamline  the  bureaucracy, 
cut  costs,  save  money,  and  get  rid  of  this  behemoth  we  call  the  Fed- 
eral Government. 

Talk  briefly,  if  you  would,  about  administrative  costs.  We  saw 
yesterday  a  stack  of  papers,  I  don't  know,  2  feet  high,  of  Medicaid 
waiver  applications  and  all  that  that  entailed.  Talk  briefly,  if  you 
would,  about  Medicaid's  overall  costs,  administrative  costs,  versus 
private  insurance,  private  sector  costs.  And,  if  you  would,  put  a 
prediction  in  of  what  kind  of  costs  you  save  or  do  not  save  by  turn- 
ing over  block  grants  and  giving  more  of  that  administrative  cost 
to  the  50  States. 

Ms.  Richardson.  The  administration  of  Medicaid  costs  less  than 
5  percent.  As  a  matter  of  fact,  it  is  3.7  percent  of  the  expenditures. 

Mr.  Brown.  That  is  State  and  Federal  combined. 

Ms.  Richardson.  State  and  Federal  combined.  That  equates  very 
well  with  private  industry.  A  private  employer  might  average  15 
percent,  but  a  large  private  employer  might  have  10  percent.  The 
Medicaid  program  is  probably  the  lowest  cost  to  manage  of  any  in- 
surance program,  except  for  the  Medicare  program. 

Mr.  Brown.  How  do  you  account  for  that?  When  the  public  cer- 
tainly— at  least  it  seems  the  public  may  think,  and  certainly  a  lot 
of  people  in  this  institution  think  that  government  always  spends 
more  on  administrative  costs;  government  is  always  more  wasteful 
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than  the  private  sector;  the  government  can  always — ^that  the  pri- 
vate sector  can  always  be  more  efficient. 

Ms.  Richardson.  Well,  I  think  that  that  is  a  myth.  I  think  that 
government  can  administer  programs,  and,  as  a  matter  of  fact, 
both  the  Medicaid  and  the  Medicare  program  demonstrate  that, 
that  government,  both  at  the  State  and  Federal  level,  can  admin- 
ister programs  very  efficiently.  It  is  a  question  of  size.  You  know, 
big  programs  can  be  administered  more  efficiently  than  smaller,  in- 
dividual programs.  You  see  that  in  the  private  sector. 

It  is  in  the  small  insurance  market  where  you  get  administrative 
costs  of  25  or  30  percent.  With  larger  insurers  you  get  lower  costs. 

Mr.  Brown.  Mr,  Chairman,  before  turning  back,  yielding  back 
the  balance  of  my  time,  I  would  like  to  ask  unanimous  consent — 
I  have  a  Superfund  hearing  in  another  Commerce  subcommittee.  In 
the  second  panel,  I  would  like  to  submit  some  questions  for  the 
record. 

Mr.  Waxman.  If  the  gentleman  has  a  minute. 

Mr,  Brown.  I  would  yield  once  the  chairman  requests  unanimous 
consent. 

Mr.  Barton,  Without  objection,  you  want  to  submit  the  questions 
for  the  written  record;  is  that  correct? 

Mr,  Brown.  For  the  second  panel. 

Mr.  Barton.  Without  objection,  so  ordered. 

Mr.  Brown,  And  I  will  yield  the  balance  of  my  time,  which  is 
now  zero, 

Mr.  Barton,  The  gentleman  yields  the  balance  of  his  expired 
time. 

Ms.  Richardson.  I  have  learned  to  read  those  lights  now. 

Mr.  Barton.  The  Chair  now  recognizes  Mr.  Burr  of  North  Caro- 
lina. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Welcome,  Ms.  Richardson. 

Ms.  Richardson.  Thank  you,  Mr,  Burr, 

Mr,  Burr,  We  are  glad  to  have  you  here  today.  Let  me  start  by 
asking  you  a  hypothetical  question. 

What  happens  to  Medicaid  if  the  Federal  Government  goes  bank- 
rupt? If  we  absolutely  don't  have  any  money,  what  happens  to 
Medicaid? 

Ms.  Richardson.  That  is  a  hypothetical  question  that  I  find  it 
difficult  to  contemplate,  since  it  would  not  just  be  Medicaid.  What 
would  happen  to  the  country  if  the  Federal  Government  went 
bankrupt? 

Mr,  Barton,  It  is  not  hypothetical  because  we  are  $5  trillion  in 
debt.  It  is  not  a  hypothetical. 

Mr.  Burr.  I  know  we  don't  have  time,  Mr.  Chairman,  to  go  into 
budgets  today.  But  would  there  be  a  safety  net,  then? 

Ms.  Richardson.  For  the  population  that  we  serve,  Mr.  Burr, 
that  would  be  an  absolute  disaster. 

Mr,  Burr,  Under  the  President's  fiscal  year  1996  latest  budget, 
not  the  February  budget  but  the  one  that  he  introduced  last  week, 
he  proposes  some  limitations  to  the  growth  of  Medicaid,  Does  he, 
in  his  budget,  propose  a  cut  to  Medicaid  based  upon  this  year's 
budget? 

Ms,  Richardson.  Based  upon  this  year's  budget? 
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Mr.  Burr.  Correct.  His  fiscal  year  1996  budget  numbers.  Does  he 
cut  Medicaid  spending? 

Ms.  Richardson.  I  don't  believe  so. 

Mr.  Burr.  Under  the  House  budget  plan  that  was  passed,  does 
that  cut  Medicaid  spending? 

Ms.  Richardson.  I  cannot  comment  on  that,  Mr.  Burr,  I  am 
sorry. 

Mr.  Burr.  Well,  let  me  answer  it  for  you.  I  think  both  of  them 
slow  the  growth,  they  do  not  cut.  Look  at  my  chart  over  there  that 
was  up  and  talks  about  cuts.  I  just  wanted  to  set  the  record 
straight  on  that. 

Let  me  ask  you,  if  I  could,  Ms.  Richardson,  isn't  in  fact  what  the 
President  is  proposing  in  his  budget  a  capitated  entitlement? 
Hasn't  he  said  to  hit  our  budget  numbers  we  can  spend  X  on  Med- 
icaid and  that  is  it? 

Ms.  Richardson.  There  is  a  big  difference,  I  believe,  in  the  Presi- 
dent's proposal,  which  is  a  per  capita  or  per  person 

Mr.  Burr.  Hasn't  he  in  fact  in  his  budget  capitated  what  we  are 
going  to  spend  on  Medicaid?  Isn't  that  where  he  gets  his  number? 

Ms.  Richardson.  Basically,  he  has  proposed,  over  a  10-year  pe- 
riod, a  6  percent  reduction  in  the  expenditures  on  Medicaid,  which 
is  a  slowing  of  the  rate  of  growth. 

Mr.  Burr.  What  happens  if,  in  fact,  it  grows  at  20  percent?  Is 
he  going  to  spend  20  percent  or  is  he  going  to  slow  it  to  6? 

Ms.  Richardson.  His  proposal,  which  is  on  a  per  person  basis  as 
opposed  to  an  aggregate  basis,  allows  for  the  changes  in  the  demo- 
graphics that  are  going  to  affect  the  program  and  then  slows  the 
rate  of  growth  in  the  program. 

Mr.  Burr.  But  he  will  control  the  rate  of  growth;  right? 

Ms.  Richardson.  His  proposal  controls  the  rate  of  growth  over 
a  much  longer  and  incremental  period  of  time. 

Mr,  Burr.  In  fact,  what  is  the  difference  between  his  proposal  to 
control  the  rate  of  growth  and  letting  HCFA  administer  the  pro- 
gram and  the  House  budget  proposal  to  control  the  rate  of  growth 
and  let  the  States  administer  the  program?  Is  there  a  difference? 

Ms.  Richardson.  I  think  there  is 

Mr.  Burr.  Just  sheerly  in  numbers. 

Ms.  Richardson.  In  numbers,  there  is  an  enormous  difference. 
It  is  the  difference  between  a  19  percent  reduction,  which  goes 
below  the  rate  of  growth  and  cuts  into  the  actual  services  and  into 
the  eligibles  of  the  program  over  time. 

Mr.  Burr.  To  come  to  that  conclusion,  you  must  also  have  a  pre- 
conceived decision  on  what  the  States  are  going  to  be  able  to  do. 
And  we  have  in  fact  seen  some  States  become  very  efficient  in  their 
Medicaid  program  and  reduce  costs  significantly. 

As  a  matter  of  fact.  Dr.  Vladeck  said  yesterday  that  he  would  be 
pleased  to  wash  his  hands  of  Medicaid  as  long  as  he  had  appro- 
priate assurances.  Now,  would  you  go  along  with  that?  And  I  am 
pretty  close  to  his  quote,  the  testimony  is  not  out  but  my  memory 
is  pretty  good. 

Ms.  Richardson.  I  was  there,  Mr.  Burr. 

Mr.  Burr.  Am  I  quoting  that  pretty  closely? 

Ms.  Richardson.  What  I  think  he  said  was  that 
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Mr.  Burr.  He  was  very  specific,  Ms.  Richardson.  I  asked  it  three 
times. 

Ms.  Richardson.  He  was  pretty  specific.  He  said  as  long  as  there 
could  be  assurance  in  the  coverage  and  the  protection  of  bene- 
ficiaries, and  a  system  for  assuring  the  fiscal  accountability,  that 
is,  what  the  Federal  role  in  the  Medicaid  program  does,  and  as  long 
as  that  is  built  into  the  program  in  some  way,  I  think  he  said  he 
does  not  need  the  Medicaid  folks. 

We  think  we  are  giving  the  States  that  flexibility  without  a  block 
grant.  The  problem  with  a  block  grant  is  that  it  is  an  aggregate 
cap  so  that  as  savings  can  no  longer  be  made  to  control  the  rate 
of  growth,  because  the  rate  of  growth  is  built  into  the  medical  cost 
of  inflation  to  the  population  itself — its  demographics — States  then 
become  very  much  at  risk  and  have  to  begin  to  make  cuts  in  the 
eligible  populations,  in  the  services  that  they  provide,  and  in  things 
that  really  damage  the  beneficiaries. 

Mr.  Burr.  Let  me  just  ask  you  to  clarify  one  thing,  then. 

Mr.  Barton.  The  gentleman's  time  has  expired. 

Mr,  Burr.  Just  for  her  to  clarify  a  statement  that  she  made 
please,  Mr.  Chairman. 

Mr.  Barton.  If  you  can  do  it  briefly  because  Mr.  Stupak  is  wait- 
ing to  ask  his  questions. 

Mr.  Burr.  I  take  from  that  answer  that,  in  fact,  what  you  said 
about  the  President's  proposal,  then,  is  not  a  cap.  You  said  it  was 
a  cap;  that  it  controlled  once  we  got  to  a  point 

Ms.  Richardson.  It  is  a  reduction  in  the  rate  of  growth  over  a 
10-year  period.  And  the  difference  between  $54  billion  in  terms  of 
reduction  in  funds  available  to  the  States,  over  that  period  of  time, 
and  $185  is  enormously  different. 

Mr.  Barton.  The  gentleman's  time  has  expired.  The  Chair  now 
recognizes  Mr.  Stupak  of  Michigan. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

I  am  concerned  about  this  new  political  buzzword  "block  grant." 
Suddenly  since  this  last  election,  we  have  these  block  grants  that 
are  just  going  to  cure  all.  And  block  grants  provide  more  flexibility, 
which  then  so-called  costs  us  less  money.  We  will  save  money,  ev- 
eryone is  happy,  everyone  is  covered,  and  this  is  a  great  panacea, 
and  just  a  lovely  thing,  but  yet  everyone  that  has  testified  there 
is  no  safety  net.  What  do  we  do  with  people? 

So  my  question  is — and  in  looking  at  this  block  grant  situation 
I  went  back  before  I  was  on  this  committee  to  about  4  years  ago, 
and  one  of  our  witnesses,  who  is  going  to  be  on  one  of  the  later 
panels,  Dr.  Wilensky,  testified  before  the  Commerce  Committee, 
Subcommittee  on  Oversight  and  Investigations,  on  the  topic  of  the 
Federal  Government's  role  in  administering  the  Medicaid  program. 
She  appeared  before  the  subcommittee  in  her  capacity  as  adminis- 
trator of  HCFA  in  the  newly  established  Medicaid  Bureau,  and 
here  is  what  Dr.  Wilensky  told  this  subcommittee  4  years  ago. 

She  said,  "In  its  25  year  history,  Medicaid  has  achieved  its  in- 
tended goal  of  providing  care  for  those  among  the  Nation's  indi- 
gent. Flexibility  in  design  and  administration  has  been  the 
strength  of  the  Medicaid  program." 

So  all  the  things  we  are  trying  to  achieve  here,  apparently  was 
achieved  4  years  ago.  So  I  guess  my  question  to  you  is:  Do  you  be- 
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lieve  that  anything  has  changed  in  the  last  4  years  since  Dr. 
Wilensky  made  that  statement,  that  would  alter  the  accuracy  of 
that  statement;  that  there  is  flexibility  and  that  is  the  strength  of 
the  Medicaid  system? 

Ms.  Richardson.  Well,  I  think  there  is  more  flexibility  in  the 
Medicaid  program  than  there  was  under  Dr.  Wilensky's  adminis- 
tration. I  think  there  is  more  collaboration  between  HCFA  and  the 
States.  I  think  the  States  are  far  more  involved  in  the  process  of 
the  administration  and  the  design  of  Federal  regulations  and  poli- 
cies. 

Mr.  Stupak.  So  flexibility  still  is  the  strength  of  Medicaid? 

Ms.  Richardson.  I  certainly  think  it  is. 

Mr.  Stupak.  Flexibility  hasn't  been  reversed  in  the  last  4  years? 

Ms,  Richardson.  Not  in  any  way  I  can  perceive. 

Mr.  Stupak.  I  will  go  out  on  a  limb  and  I  am  sure  the  next  panel 
will  tell  us  the  micromanagement  of  Medicaid  is  coming  from  the 
Federal  Government.  I  am  a  little  bemused  by  that  in  light  of  the 
statements  made  4  years  ago  and  the  testimony  we  have  heard  the 
last  few  weeks  here  on  Medicaid. 

So  let  me  ask  you,  are  you  micromanaging  the  Medicaid  system 
from  the  Federal  Government?  Are  you  micromanaging  this  pro- 
gram? 

Ms.  Richardson.  No,  we  believe  that  the  States  manage  the  pro- 
gram. What  HCFA  does  is  to  administer  the  congressional  intent 
and  oversee  and  monitor  to  make  sure  that  States  are  following 
Federal  statute  and  guidelines.  But  the  States  are  the  managers  of 
the  program. 

Mr.  Stupak.  If  you  are  not  micromanaging,  if  4  years  ago  the 
strength  of  Medicaid  was  the  flexibility  of  the  system,  there  has 
been  greater  flexibility  since  then,  why  then  do  we  need  this  block 
grant  system,  and  there  is  no  safety  net  to  it?  Why  would  we  move 
to  a  block  grant  system  with  no  safety  net  for  the  Nation's  indi- 
gent? Why  would  we  do  that? 

Ms.  Richardson.  Well,  I  am  not  sure  I  know. 

Mr.  Stupak.  I  am  not,  either.  That  is  why  I  am  asking  you.  I 
think  this  whole  thing — if  we  do  block  grants — suddenly  that  is  the 
new  political  buzzword,  and  I  am  afraid  we  are  walking  down  the 
road  of  another  political  hype  by  somebody,  and  we  will  do  this 
block  grant  and  the  design  and  the  purpose  of  Medicaid,  the  flexi- 
bility we  are  seeking,  is  already  there  and  a  block  grant  is  not 
going  to  solve  it.  And,  from  what  I  understand,  block  grants  will 
not  provide  the  safety  net  that  we  need  for  indigent  people  and  for 
senior  citizens  in  this  country. 

Ms.  Richardson.  I  also  think  that  given  the  expenditures  at  the 
Federal  level,  of  $89  billion  projected  for  this  year  by  CBO  that  the 
block  grant  will  not  be  free  and  clear  of  all  Federal  oversight  and 
monitoring.  That  is  a  lot  of  money  to  send  to  the  States  without 
any  additional  oversight  and  monitoring  related  to  it. 

Mr.  Stupak.  Thank  you. 

Mr.  Chairman,  I  think  I  have  another  minute  left  I  would  yield 
to  the  gentleman  from  California.  I  know  he  wanted  time  earlier 
and  I  thank  this  witness  for  her  testimony. 
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Mr.  Barton.  We  were  engaged  in  what  is  called  a  side  bar  con- 
versation, so  I  apologize,  Mr.  Waxman.  You  have  the  remainder  of 
the  time. 

Mr.  Burr.  Destiny. 

Mr.  Barton.  We  gave  Mr.  Burr  about  an  extra  minute  so  we  will 
give  Mr.  Stupak  an  extra  minute  for  Mr.  Waxman  to  ask  one  ques- 
tion. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Mr.  Barton.  If  he  wants  to  ask  it.  Mr.  Waxman. 

Mr.  Waxman.  What  I  was  going  to  ask  you  and  would  like  you 
to  respond  to,  we  had  a  hearing  and  a  number  of  my  Republican 
colleagues  placed  piles  of  paper  on  the  desk  to  make  the  point  that 
the  States  are  somehow  overburdened  with  having  to  fill  out  too 
many  forms.  However,  of  course,  what  I  am  interested  in  is  talking 
about  people  and  not  paper. 

Could  you  just  give  us  an  idea  of  how  many  people  receive  health 
care  thanks  to  the  Medicaid  program?  Let's  say  in  these  six  States 
alone.  Could  you  also  tell  us  just  how  much  the  Federal  Govern- 
ment spends  on  their  treatment? 

Ms.  Richardson.  Yes,  these  States  serve  about  8.5  million  bene- 
ficiaries. It  costs,  for  the  Federal  share,  about  $15.3  billion  in  the 
six  States  that  you  will  hear  from  today.  They  represent  20  percent 
of  Medicaid  spending  in  the  country  and  about  30  percent  of  the 
Medicaid  population  in  the  country. 

Mr.  Barton.  Okay. 

Mr.  Waxman.  Thank  you. 

Mr.  Barton.  The  gentleman's  time  has  expired.  The  Chair  now 
recognizes  the  gentleman  from  Kentucky,  Mr.  Whitfield. 

Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 

Ms.  Richardson,  you  are  the  director  of  the  Medicaid  Bureau, 
which  is  what,  4  or  5  years  old  now? 

Ms.  Richardson.  It  was  started  in  1990,  yes. 

Mr.  Whitfield.  How  many  employees  are  in  that  Bureau? 

Ms.  Richardson.  We  have  196. 

Mr.  Whitfield.  And  what  is  the  budget  for  the  Medicaid  Bu- 
reau? 

Ms.  Richardson.  It  is  about  a  billion  point  2. 

Mr.  Whitfield.  A  billion  point  2,  and  do  you  know  what  the 
budget  is,  overall,  for  HCFA? 

Ms.  Richardson.  We  have  two  budgets,  we  have  an  administra- 
tive budget  and  we  have  our  program  budgets.  I  can  tell  you  that 
HCFA  as  a  whole  has  about  4,000  employees. 

Mr.  Whitfield.  Well,  in  your  testimony  today  you  said  a  great 
deal  about  the  flexibility  that  this  administration  is  giving  to  the 
States.  You  said  that  there  are  56  different  Medicaid  programs, 
and  it  seems  to  me  that  you  really  agree  with  what  many  of  us  feel 
like,  that  maybe  the  States  would  be  more  efficient  and  proficient 
in  dealing  with  this  problem  anyway. 

So  what  is  your  real  objection  to  allowing  States  to  really  admin- 
ister these  programs,  since  they  really  do  it  in  many  ways  anyway? 

Ms.  Richardson.  States  do  administer  the  program,  Mr. 
Whitfield. 

Mr.  Whitfield.  So  why  do  we  really  need  your  involvement  in 
it? 
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Ms.  Richardson.  The  role  of  the  Federal  Government  in  this 
program  is  to  make  sure  that  the  beneficiaries  are  protected.  This 
program  serves  36  million  of  the  most  vulnerable  people  in  this 
country.  They  are  people  who  are  poor,  they  are  people  who  are 
disabled,  and  they  are  the  frail  elderly  who  qualify  for  Medicaid 
primarily  because  of  their  medical  condition  and  also  because  many 
of  them  are  in  poverty. 

Our  role  is  to  basically  make  sure  that  the  congressional  intent 
that  these  people  be  served  and  have  access  to  services  is  followed 
and  that  Federal  funds  are  spent  accountably  in  the  process  of  pur- 
chasing those  services.  We  think  is  a  very  important  role. 

Mr.  Whitfield.  Do  you  think  you  have  any  more  commitment  to 
that  than  the  States  would  have  for  their  own  people? 

Ms.  Richardson.  I  think  the  States  are  very  much  committed  to 
serving  their  own  people,  but  there  have  been  instances  where 
States  have  had  less  than  appropriate  systems  to  do  this  and 
where  things  have  gone  awry. 

Mr.  Whitfield.  For  example? 

Ms.  Richardson.  There  was  a  story  in  the  paper  this  morning 
about  the  District  of  Columbia,  in  D.C.  Village.  This  is  a  nursing 
home  that  has  consistently  not  provided  quality  care  to  its  bene- 
ficiaries. 

We  have  worked  with  D.C.  Village.  We  have  put  together  a  plan 
of  correction.  We  are  trying  to  encourage  it  to  come  into  compliance 
with  this  plan  of  correction  so  that  it  can  provide  quality  care. 

One  of  the  problems  we  have  in  ensuring  that  that  take  place  is 
that  the  current  law,  the  old  nursing  home  law,  does  not  give  us 
the  incremental  kinds  of  policies  and  penalties  we  could 

Mr.  Whitfield,  But  do  you  have  an  example  for  some  State 
other  than  the  District  of  Columbia?  We  are  all  aware  of  the  dif- 
ficulties they  have  had  in  the  District  of  Columbia.  Could  you  give 
me  an  example  of  another  State? 

Ms.  Richardson.  Sure.  The  State  of  Illinois  for  almost  10  years 
has  failed  to  maintain  timely  payment  of  its  Medicaid  claims  in  a 
very  substantial  way.  Every  year  it  falls  as  much  as  90  days  be- 
hind in  paying  providers,  which  puts  an  enormous  burden  on  pro- 
viders and  actually  diminishes  access  to  care  for  its  beneficiaries. 

Mr.  Whitfield.  How  long  have  they  had  this  problem? 

Ms.  Richardson.  I  think  probably  6  years  since  1987. 

Mr.  Whitfield.  So  it  has  been  8  years,  and  you  all  have  not  got 
the  problem  straightened  out  yet. 

Ms.  Richardson.  Each  year  we  put  them  on  compliance  and  they 
bring  the  system  up  to  snuff,  and  then  it  falls  behind  again.  We 
believe  that  this  is  an  instance  in  which  a  State  is  not  being  as  re- 
sponsible as  it  should  in  managing  the  program. 

Mr.  Whitfield.  So  would  you  say  that  most  States  have  prob- 
lems like  this? 

Ms.  Richardson.  No,  I  said  that  some  States  do.  You  asked  for 
an  example  and  I  gave  you  one. 

Mr.  Whitfield.  So  some  States.  I  guess  my  time  is  up. 

Mr.  Burr  [presiding].  The  gentleman's  time  has  expired.  Mr. 
Cobum. 

Mr.  COBURN.  Thank  you.  Greetings  and  thank  you  for  being 
here. 
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I  want  to  clarify  something,  because  this  percentage  that  HCFA 
claims  is  their  administrative  cost  is  a  ghost  figure.  Because  what 
in  fact  has  happened  in  this  country  is  the  administrative  costs 
have  been  shifted  to  the  providers,  not  to  the  administrator.  Plus 
the  fact  that  when  HCFA  buys  medical  services,  they  buy  it  at  a 
discounted  rate. 

So  if  you  consider  the  $3.1  billion  that  HCFA  spends  each  year, 
what  that  really  calculates  out  to  is  about  12  or  13  percent,  if  you 
look  for  what  we  are  buying  and  who  is  carrying  on  the  paperwork. 

I  was  struck  by  what  you  said.  You  said  Medicaid  is  on  a  par 
with  the  private  sector.  I  want  to  know  how  you  came  to  that  con- 
clusion. And  I  want  you  also  to  know  that  60  percent  of  my  practice 
was  a  Medicaid  practice  before  I  came  to  Congress,  and  I  absolutely 
disagree  with  that  statement.  So  I  would  like  to  know  how  you 
came  to  the  conclusion  to  say  that  our  Medicaid  service  now  is  on 
a  par  with  the  private  sector. 

Ms.  Richardson.  In  terms  of  cost  per  capita,  that  is  the  amount 
that  is  spent,  although  their  rate  of  payment  from  State  to  State 
varies.  If  you  look  at  aggregate  figures,  the  Medicaid  program 
spends  less  per  capita  than  is  spent  by  private  industry  in  terms 
of  controlling  the  costs  of  medical  expenditures. 

Mr.  COBURN.  But  they  buy  at  a  discounted  rate  of  about  40  per- 
cent off  what  everybody  else  pays  for  the  same  service. 

Ms.  Richardson.  That  varies  from  State  to  State,  sir. 

Mr.  COBURN.  What  is  the  national  average  on  the  discounted 
rate  for  Medicaid  services  compared  to  the  national  average?  That 
is  something  you  should  know  if,  in  fact,  you  do  say  that  they  are 
buying  on  a  par  basis  to  the  private  sector. 

So  either  1  of  2  things  are  happening:  They  are  either  assuming 
more  at  the  same  rate  or  they  are  getting  it  at  a  discounted  rate. 

Ms.  Richardson.  We  don't  collect  information  from  the  States. 
We  don't  have  from  the  States  information  that  says  what  they  pay 
on  an  individual  provider  basis.  What  we  have  are  aggregate  fig- 
ures that  relate  to  the  per  capita  expenditures  for  the  Medicaid 
program  across  the  total  country. 

Mr.  COBURN.  Would  you  be  so  kind  as  to  send  that  to  me  so  I 
can  have  that  to  compare? 

Ms.  Richardson.  Sure.  [The  chart  appears  on  p.  98.] 

Mr.  CoBURN.  You  see  a  chart  over  here.  I  want  to  make  one  more 
point,  where  in  fact,  the  Clinton  administration's  numbers  of  $50 
billion  are  somewhere  around,  in  terms  of  slowing  down  the 
growth.  The  rate  of  growth  is  compared  to  the  Office  of  Manage- 
ment and  Budget's  baseline  numbers.  If  you  compare  that  to  what 
the  Congress  did,  we  used  the  Congressional  Budget  Office  baseline 
numbers. 

So  if,  in  fact,  we  use  the  same  set  of  numbers,  whether  we  use 
yours  or  ours,  the  true  difference  is  $65  billion,  in  terms  of  the  dif- 
ference over  the  7-year  period  of  slowing  the  rate  of  growth.  So  that 
is  much  different  than  the  $120  billion  that  we  alluded  to  earlier. 

The  second  point  I  would  make  is,  if  you  look  at  President  Clin- 
ton's new  proposals,  this  Congress  is  recommending  spending  more 
the  first  3  years,  over  the  next  three  budget  cycles,  than  President 
Clinton  is.  And  the  real  difference  in  dollars  is  in  the  last  3  years, 
which  are  exaggerated  by  the  phony  baseline,  or  the  difference  in 
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baseline,  which  is  probably  a  more  accurate  way  to  say  it,  compar- 
ing the  two  numbers.  So,  in  fact,  we  are  not  really  that  far  apart. 

What  we  are  apart  on  is  saying  we  do  need  to  slow  the  rate  of 
growth.  You  have  given  10  States.  I  think  you  testified  of  flexibility 
in  doing  that.  You  obviously  feel  that  they  should  do  that.  What 
is  wrong  with  what  we  have  proposed  in  terms  of  allowing  an  ex- 
periment, since  we  are  fairly  close  on  the  numbers,  maybe  a  30 
percent  difference  rather  than  the  80  percent  difference  alluded  to 
earlier,  what  is  wrong  with  allowing  the  States  the  flexibility  to  do 
it? 

Second,  it  really  is  their  money.  It  is  not  our  money.  It  is  their 
money.  So  what  is  wrong  with  allowing  them  to  do  that  if  we  have 
the  assurances  that  people  will  be  cared  for? 

Ms.  Richardson.  I  have  said  it  before  and  I  believe  it  very  sin- 
cerely. This  population  is  the  most  vulnerable  population  in  terms 
of  health  care  in  the  country.  And  to  move  an  expert  in  a  program 
with  this  population,  I  think,  puts  them  at  substantial  risk. 

Having  worked  at  the  State  level  for  17  years,  I  find  it  difficult 
to  believe  that  all  States  across  the  country  will  have  the  capacity 
to  make  the  assurances  that  we  need  to  make  and  the  commitment 
to  this  population  that  Congress  has  intended.  I  think  not  all 
States  have  the  same  level  of  ability. 

Mr.  COBURN,  So  the  reason  we  should  maintain  a  Federal  Medic- 
aid bureaucracy  is  because  the  States  are  not  trustworthy;  is  that 
your  position? 

Ms.  Richardson.  No,  I  said  not  all  States  have  the  capacity. 

Mr.  COBURN.  Not  all  States  are  trustworthy. 

Ms.  Richardson.  In  addition  to  that,  I  think  there  is  just  an 
enormous  difference  between  a  6  percent  reduction  that  is  pro- 
posed, 

Mr.  COBURN.  It  is  not  6.  If  we  use  the  same  baseline  num- 
bers  

Mr.  Burr.  I  will  ask  both  of  you  to  wrap  up.  The  gentleman's 
time  has  expired. 

Mr.  COBURN.  I  would  like  to  see  a  comparison  from  your  office, 
if  you  would  give  us  the  same  numbers  compared  to  the  CBO  and 
the  0MB.  And  I  will  give  you  the  same  numbers  from  what  our 
budget  is  from  the  0MB  and  CBO. 

Ms.  Richardson.  We  would  be  happy  to  do  that. 

Mr.  CoBURN.  Thank  you. 

Mr.  Burr.  Thank  you,  Mr.  Cobum. 

[The  information  follows:] 
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Mr.  Burr.  Ms.  Richardson,  for  the  subcommittee  let  me  thank 
you  for  coming  in  and  spending  a  little  over  IVIz  hours  with  us.  We 
are  thankful  we  didn't  get  called  out  for  a  vote  this  morning. 

Ms.  Richardson.  I  am,  too. 

Mr.  Burr.  We  appreciate  the  position  that  HCFA  is  in,  going 
through  this  process  about  the  possibility  of  how  we  handle  Medic- 
aid. I  can  assure  you  that  looking  at  the  members  of  this  panel,  I 
think  we  all  have  parents  who  could  be  in  the  age  affected  by  Med- 
icare and  certain 

Ms.  Richardson.  And  Medicaid. 

Mr.  Burr.  And  Medicaid.  And  we  thank  you  for  your  testimony. 
And  I  now  release  the  first  panel  and  call  up  the  second  panel, 
please. 

Ms.  Richardson.  Thank  you. 

Mr,  Burr.  We  would  like  to  get  under  way  with  the  second  panel 
and  hopefully  we  will  be  as  blessed  with  the  lack  of  votes  during 
this  panel  as  we  were  with  the  first  one. 

Let  me  at  this  time  call  on  Mr.  Klug  from  Wisconsin  to  introduce 
his  speaker. 

Mr.  Klug.  Thank  you,  Mr.  Chairman.  And  I  was  not  here  for 
opening  statements  but  let  me  say  right  up  front  I  agree  with  the 
thrust  of  Dr.  Cobum's  questions  as  I  came  into  the  room.  Simply 
raising  the  argument  who  can  best  run  a  Medicaid  program, 
whether  it  is  the  Federal  bureaucracy  here  in  Washington  or 
whether  States  are  capable.  It  is  my  delight  this  morning  to  intro- 
duce Kevin  Piper  who  runs  Wisconsin's  $2.5  billion  Medicaid  pro- 
gram, which  ensures  500,000  individuals,  involves  11  HMO's  and 
35,000  health  care  providers. 

I  think  it  is  clear  that  Wisconsin's  Medicaid  program  is  the  Na- 
tion's broadest  health  care  program  covering  more  types  of  insur- 
ance services  than  any  other  public  or  private  insurer  in  the  Unit- 
ed States. 

One  of  the  interesting  things  about  our  witness'  background  that 
you  should  know  about  Kevin  is  the  fact  that  he  actually  watched 
HCFA  up  close  and  personal,  which,  to  some  of  us,  is  a  frightening 
thought,  where  he  oversaw  $70  billion  in  national  health  spending 
when  he  worked  at  the  White  House  Office  of  Management  and 
Budget. 

So  I  am  delighted  to  have  him  here  today,  and  I  think  he  will 
do  an  excellent  job  articulating  Governor  Tommy  Thompson's  argu- 
ments that  the  States  are  best  qualified  to  run  Medicaid.  Obvi- 
ously, given  Wisconsin's  background,  Kevin  has  had  a  long  proven 
track  record  in  both  utilization  and,  in  particular,  an  innovative 
managed  care  program,  and  I  think  will  make  the  case  very  strong- 
ly why  he  and  the  Governor's  staff  should  have  the  flexibility  to 
run  Wisconsin's  program,  not  bureaucracy  here  in  Washington. 

Mr.  Burr.  Mr.  Piper,  welcome.  We  will  be  under  a  5-minute 
length  for  your  statements  and  we  will  complete  all  the  statements 
prior  to  taking  any  questions  from  the  members. 
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STATEMENTS  OF  KEVIN  B.  PIPER,  HEALTH  CARE  FINANCING 
DIRECTOR,  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERV- 
ICES, STATE  OF  WISCONSIN;  DONALD  W.  HERMAN,  DIVISION 
OF  MEDICAL  SERVICES,  IOWA  DEPARTMENT  OF  HUMAN 
SERVICES;  BARBARA  D.  MATULA,  DIRECTOR,  NORTH  CARO- 
LINA  DIVISION  OF  MEDICAL  ASSISTANCE;  ARNOLD  R.  TOMP- 
KINS, DIRECTOR,  OHIO  DEPARTMENT  OF  HUMAN  SERVICES; 
JOHN  RODRIGUEZ,  DEPUTY  DIRECTOR,  MEDICAL  CARE 
SERVICES,  CALIFORNIA  DEPARTMENT  OF  HEALTH  SERV- 
ICES; AND  MICHAEL  DEILY,  ACTING  DIVISION  DIRECTOR,  DI- 
VISION OF  HEALTH  CARE  FINANCING,  UTAH  DEPARTMENT 
OF  HEALTH 

Mr.  Piper.  My  thanks  to  the  Chair  and  to  my  own  Congressman, 
Mr.  Klug. 

For  over  7  years,  I  have  carefully  watched  the  activities  of  the 
Health  Care  Financing  Administration,  as  the  Congressman  men- 
tioned, first  as  an  examiner  at  0MB  and  now  in  my  current  role 
as  Wisconsin's  Medicaid  director. 

One  thing  has  become  abundantly  clear  to  me,  Medicaid  is  an 
imperfect  organization  trying  to  do  an  impossible  job.  HCFA  is  im- 
perfect largely  because  despite  changes  in  personnel,  increased 
communication  with  States,  and  several  reorganizations,  it  is  still 
a  bureaucracy  within  a  vastly  larger  bureaucracy,  that  is  the  De- 
partment of  Health  and  Human  Services.  Further,  because  Medic- 
aid is  operated  at  the  State  level,  HCFA  does  not  have  the  nec- 
essary day-to-day  understanding  or  hands-on  expertise.  No  Federal 
agency  would. 

Culturally,  HCFA  and  State  Medicaid  agencies  are  vastly  dif- 
ferent and  this  difference  only  serves  to  further  straitjacket 
Progress  in  Medicaid.  State  agencies  are  lightly  staffed  and  must 
e  creative,  flexible,  and  pragmatic.  By  necessity,  we  value  sub- 
stance over  process  and  outcomes  over  procedures.  HCFA,  however, 
largely  because  of  its  historical  charge  from  Congress,  is  quite  the 
opposite.  As  a  result,  HCFA  organizationally  is  not  capable  of  re- 
sponding to  rapidly  changing  conditions  in  the  50  States  or  of 
adapting  extraordinarily  prescriptive  Federal  policies  to  address 
the  enormous  range  of  issues  confronting  Governors  and  Medicaid 
directors  every  day. 

Ultimately,  however,  no  Federal  agency  can  or  should  manage 
Medicaid,  whether  from  Washington  or  from  regional  offices.  Med- 
icaid ought  to  be  administered  at  the  State  level.  Not  only  is  this 
the  best  approach,  it  is  the  only  feasible  approach.  States  are  natu- 
ral laboratories  for  innovation,  are  closer  to  the  populations  being 
served,  are  far  more  adaptable,  and  are  better  informed  about  con- 
stantly changing  local  needs  and  conditions.  We  are  a  Nation  of 
States,  Mr.  Chairman,  and  States  themselves  are  as  diverse  as  peo- 
ple. No  room  full  of  statutes  and  rules  and  no  army  of  Federal  bu- 
reaucrats, however  well-intentioned  they  may  be,  can  manage  a 
program  like  Medicaid. 

Wisconsin  is  a  prime  example  of  why  States  and  not  the  Federal 
Government  are  best  equipped  to  take  Medicaid  into  the  21st  cen- 
tury. I)espite  a  gauntlet  of  Federal  restrictions,  we  have  improved 
access  and  quality  of  health  care  through  the  use  of  managed  care 
and  have  contained  per  capita  expenditure  growth  substantially 
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below  health  care  inflation  all  while  keeping  a  comprehensive  pack- 
age of  benefits  and  extraordinarily  low  administrative  costs. 

In  the  end,  Mr.  Chairman,  what  we  need  is  Medicaid  reform  not 
simply  HCFA  reform.  With  a  reformed  and  streamlined  Medicaid 
program,  will  come  an  improved  HCFA. 

Thank  you. 

Mr.  BILIRAKIS.  Thank  you,  Mr.  Piper. 

Dr.  Ganske  to  introduce  Mr.  Herman. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

It  is  clear  one  of  the  major  reasons  for  the  rising  costs  in  Medic- 
aid is  the  regulatory  burden  associated  with  implementing  the  pro- 
gram. Both  last  week  and  again  today,  we  saw  evidence  of  the  pa- 
perwork required  by  HCFA,  specifically  thousands  of  pages  of  fil- 
ings required  to  obtain  a  section  1115  waiver.  I  can  remember 
when  I  was  in  practice,  getting  almost  daily  notices  of  new  rules 
and  regulations. 

Similarly,  day-to-day  implementation  of  the  program  consumes 
thousands  of  man-hours  in  decoding  and  enforcing  the  myriad  of 
rules  and  regulations  issued  by  HCFA.  For  that  reason,  I  am 
pleased  that  one  of  the  witnesses  will  be  Don  Herman,  the  Medic- 
aid Director  for  my  home  State  of  Iowa.  He  will  share  some  of  his 
experiences  in  complying  with  this  complex  regulatory  structure. 

t)on  has  been  involved  in  the  Medicaid  program  since  1971.  Dur- 
ing that  time,  he  has  held  a  number  of  positions  in  the  State  of 
Iowa  and  has  been  our  Medicaid  Director  since  1984.  Iowa's  inno- 
vative efforts  to  deliver  health  care  to  the  poor,  elderly,  and  dis- 
abled has  brought  Don  considerable  praise  from  his  colleagues 
around  the  Nation.  He  currently  serves  on  the  executive  committee 
of  the  State  Medicaid  Directors  Association  and  is  chair  of  their 
Pharmacy  Reform  Technical  Advisory  Group. 

Mr.  Chairman,  it  is  a  real  pleasure  to  welcome  Don  to  our  com- 
mittee today.  Mr.  Chairman,  I  will  yield  back  my  time. 

Mr.  BiLlRAKlS.  Thank  you,  Dr.  Ganske. 

Mr.  Herman,  you  are  recognized  for  your  statement. 

STATEMENT  OF  DONALD  W.  HERMAN 

Mr.  Herman.  Thank  you.  Dr.  Ganske.  It  is  a  pleasure  to  see  you 
again.  The  last  time  I  saw  you  we  were  both  riding  our  bicycles 
across  the  great  State  of  Iowa.  I  plan  to  do  that  again  this  year. 

Mr.  Chairman,  members  of  the  subcommittee,  thank  you  for  pro- 
viding me  the  opportunity  to  share  with  you  Iowa's  perspective  on 
the  Medicaid  program.  I  have  been  asked  to  speak  to  you  specifi- 
cally about  the  regulatory  burden  of  Medicaid  and,  indeed,  it  is  a 
significant  burden. 

As  you  know,  the  legal  authority  for  Medicaid  resides  at  title  19 
of  the  Social  Security  Act.  There  are  some  208  pages  to  the  Medic- 
aid portion  of  this  act.  The  implementing  regulations  are  at  42 
Code  of  Federal  Regulations  consisting  of  1,029  pages.  Additionally, 
the  Health  Care  Financing  Administration  has  produced  a  State 
Medicaid  manual  consisting  of  approximately  1,800  pages  for  a 
total  of  3,037  pages  of  printed  material  from  the  Federal  Govern- 
ment, not  counting  State  enabling  legislation  and  administrative 
rules. 
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The  purpose  of  the  Medicaid  program  is  to  provide  health  care 
to  low-income  persons  and,  indeed,  it  is  expected  that  37  million 
persons  will  receive  some  form  of  health  care  benefit  in  1995.  The 
problem  is  the  burdensome  and  schizophrenic  way  in  which  we  in 
the  States  are  required  to  go  about  establishing  eligibility  and  de- 
livering benefits.  We  are  not  allowed  to  set  consistent  and  simple 
eligibility  criteria.  For  example,  for  pregnant  women  and  families 
with  children,  we  have  approximately  18  different  ways  we  are  re- 
quired to  extend  Medicaid  eligibility. 

We  are  told  we  must  cover  pregnant  women  and  infants  up  to 
age  1  at  185  percent  of  the  Federal  poverty  level,  children  ages  1 
through  5  at  133  percent  of  the  Federal  poverty  level,  and  children 
ages  6  up  to  age  18,  if  born  after  September  30,  1983,  at  100  per- 
cent of  the  Federal  poverty  level.  Yet,  families  with  children  cov- 
ered under  our  AFDC  program  can  have  countable  income  of  no 
more  than  $426  per  month  for  a  household  size  of  3,  which  is  40 
percent  of  the  Federal  poverty  level. 

Further,  income  and  resource  limits  are  different  for  different 
coverage  groups  and  household  sizes.  For  example,  a  household  of 
3  or  4  people  could  potentially  have  3  or  4  different  coverage 
groups  with  some  household  members  eligible  for  Medicaid  and 
others  ineligible.  This  makes  the  administration  of  the  Medicaid 
program  extremely  difficult  and  complex  for  Medicaid  workers  to 
determine  eligibility  and  often  seems  senseless,  irrational,  and  con- 
fusing to  clients. 

Another  group  of  Medicaid  eligibles  are  those  receiving  or  related 
to  SSI.  Persons  gaining  eligibility  for  Medicaid  by  virtue  of  receiv- 
ing cash  under  the  Supplemental  Security  Income  program  can 
have  income  no  greater  than  $458  per  month  and  resources  no 
greater  than  $2,000.  There  are  about  20  additional  SSI-related  eli- 
gibility groups  for  aged,  blind,  or  disabled  persons  who  do  not  qual- 
ify for  SSI. 

Some  of  these  coverage  groups  cover  very  limited  groups  of  per- 
sons, such  as  a  coverage  group  for  widowed  persons  ineligible  for 
SSI  solely  because  of  a  January  1984  increase  in  social  security 
benefits  attributable  to  the  elimination  of  a  Social  Security  actuar- 
ial reduction  formula.  The  income  limits  for  these  coverage  groups 
vary  from  $458  per  month,  which  is  73  percent  of  the  Federal  pov- 
erty level,  to  $1,372  per  month,  which  is  220  percent  of  the  Federal 
poverty  level  for  persons  residing  in  medical  facilities. 

Now,  if  a  person  does  not  fit  nicely  into  one  of  those  little  boxes, 
the  Social  Security  Act  allows  for  a  medically  needy  program.  Spe- 
cifically, the  rulings  for  this  program  are  that  if  a  person  meets  all 
the  criteria  for  being  categorically  eligible  for  one  of  the  cash  as- 
sistance programs,  APDC  or  SSI,  with  the  exception  of  income  and 
resources,  we  may  make  a  determination  of  eligibility  for  medically 
needy  with  a  spend-down.  The  household  must  spend  income  down 
to  the  medically  needy  income  level  which  cannot  be  more  than  133 
percent  of  the  AFDC  grant.  In  Iowa,  the  medically  needy  income 
level  for  a  3-person  household  is  $566,  which  is  54  percent  of  the 
Federal  poverty  level. 

For  those  who  do  not  have  a  spend-down,  we  tell  them  how  much 
their  spend-down  is  and  that  they  must  have  incurred  medical  bills 
in  order  to  gain  eligibility.  Notice  I  said  incurred  medical  bills.  This 
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is  what  the  statute  requires.  The  State  cannot  require  the  poten- 
tially Medicaid-eligible  person  to  pay  the  spend-down  amount  to 
the  provider  even  though  they  have  an  obligation  to  do  so. 

I  could  go  on  but  I  will  not  do  that  and  you  don't  want  me  to 
either.  When  I  am  speaking  to  groups  in  Iowa,  one  of  the  things 
I  often  say  is  if  you  know  a  Medicaid-eligible  worker  give  them  a 
pat  on  the  back,  I  assure  you  they  deserve  it. 

Now,  that  we  have  a  client 

Mr,  BiLlRAKlS.  Please  summarize,  Mr.  Herman. 

Mr.  Herman.  Yes,  sir. 

We  are  not  simply  told  how  to  determine  eligibility,  we  are  also 
told  what  services  we  must  provide  and  furthermore  what  provid- 
ers we  have  to  pay  to  provide  those  services.  And,  additionally,  we 
are  often  told  how  much  we  have  to  pay  the  provider. 

In  conclusion,  we  clearly  believe  that  this  program  can  be  admin- 
istered in  a  way  that  is  less  costly,  has  less  hassle  factor  for  the 
providers,  and  perhaps  most  important  is  less  formidable  and  con- 
fusing to  the  low-income  elderly  or  disabled  that  we  are  all  trying 
to  serve. 

Thank  you  again  for  this  opportunity. 

[The  prepared  statement  of  Donald  W.  Herman  follows:] 

Prepared  Statement  of  Donald  W.  Herman,  Division  of  Medical  Services, 
Iowa  Department  of  Human  Services 

Mr.  Chairman,  members  of  the  subcommittee,  thank  you  for  providing  me  the  op- 

Eortunity  to  share  with  you  Iowa's  perspective  on  the  Medicaid  program.  I  have 
een  asked  to  speak  to  you  specifically  about  the  regvilatory  burden  of  Medicaid  and 
indeed  it  is  a  significant  buraen. 

As  you  know,  the  legal  authority  for  Medicaid  resides  at  Title  XIX  of  the  Social 
Security  Act.  There  are  208  pages  to  the  Medicaid  portion  of  this  act.  The  imple- 
menting regulations  are  at  42  Code  of  Federal  Regulations  consisting  of  1029  pages. 
Additionally,  the  Health  Care  Financing  Administration  has  produced  a  State  Med- 
icaid Manual  consisting  of  approximately  1800  pages  for  a  total  of  3037  pages  of 
printed  material  from  5ie  federal  government,  not  counting  State  enabling  legisla- 
tion and  administrative  rules. 

The  purpose  of  the  Medicaid  program  is  to  provide  health  care  to  low-income  per- 
sons and  indeed  it  is  expected  that  37  million  persons  will  receive  some  form  of 
health  care  benefit  in  1995.  The  problem  is  the  burdensome  and  schizophrenic  way 
in  which  we  in  the  states  are  required  to  go  about  establishing  eligibility  and  deliv- 
ering benefits.  We  are  not  allowed  to  set  consistent  and  simple  eligibility  criteria. 
For  example  for  pregnant  women  and  families  with  children,  we  have  approximately 
18  different  ways  we  are  required  to  extend  Medicaid  eligibility. 

We  are  told  we  must  cover  pregnant  women  and  infants  up  to  age  one  at  185% 
of  the  federal  poverty  level,  children  ages  one  through  five  at  133%  of  the  federal 
poverty  level,  and  children  ages  six  up  to  age  18  if  born  after  September  30,  1983, 
at  100  percent  of  the  federal  poverty  level,  and  in  Iowa,  a  maximum  resource  limit 
of  $10,000. 

Yet  families  with  children  covered  under  our  AFDC  program  can  have  countable 
income  of  no  more  than  $426  per  month  for  a  household  size  of  three  (which  is  40% 
of  the  federal  poverty  level)  and  resources  no  greater  than  $2000. 

Further,  income  and  resource  limits  are  different  for  different  coverage  groups 
and  household  sizes.  For  example,  a  household  of  three  or  four  people  could  poten- 
tially have  three  or  four  different  coverage  groups  with  some  household  members 
eligible  and  others  ineligible.  This  makes  the  administration  of  the  Medicaid  pro- 
grani  extremely  difficult  and  complex  for  Medicaid  workers  to  determine  eligibility, 
and  it  oft«n  seems  senseless,  irrational  and  confusing  to  clients. 

Persons  gaining  eligibility  for  Medicaid  by  virtue  of  receiving  cash  under  the  Sup- 
plemental Security  Income  program  can  have  income  no  greater  than  $458  per 
month  (which  is  73%  of  the  federal  poverty  level)  and  resources  no  greater  than 
$20()0.  There  are  about  20  additional  SSI-related  eligibility  groups  for  aged,  blind, 
or  disabled  persons  who  do  not  qualify  for  SSI.  Some  of  these  coverage  groups  cover 
very  limited  groups  of  persons,  such  as  a  coverage  group  for  widowed  persons  ineli- 
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gible  for  SSI  solely  because  of  a  January  1984  increase  in  Social  Security  benefits 
attributable  to  the  elimination  of  a  Social  Security  actuarial  reduction  formula.  The 
Income  limits  for  these  coverage  groups  vary  from  $458  per  month  (which  is  73% 
of  the  federal  poverty  level)  for  the  SSI  recipient  coverage  group,  to  $1,372  per 
month  (which  is  220%  of  the  federal  poverty  level)  for  persons  residing  in  medical 
facilities. 

Now,  if  a  person  does  not  fit  nicely  into  one  of  those  little  boxes,  the  Social  Secu- 
rity Act  allows  for  a  Medically  Needy  program.  Specifically,  the  rules  for  this  pro- 
gram are  that  if  a  person  meets  all  the  criteria  for  being  categorically  eligible  for 
one  of  the  cash  assistance  programs,  AFDC  or  SSI,  with  the  exception  of  income  or 
resources,  we  may  make  a  determination  of  eligibility  for  Medically  Needy  with  a 
spenddown.  The  household  must  spend  income  down  to  the  Medically  Needy  income 
level,  which  cannot  be  more  than  133%  of  the  AFDC  grant.  In  Iowa,  the  Medic£illy 
Needy  income  level  for  a  three  person  household  is  $566,  which  is  54%  of  the  federal 
poverty  level.  For  those  who  do  must  spend  income  down  to  the  Medically  Needy 
income  level,  which  cannot  be  more  than  133%  of  the  AFDC  grant.  In  Iowa,  the 
Medically  Needy  income  level  for  a  three  person  household  is  $566,  which  is  54% 
of  the  federal  poverty  level.  For  those  who  do  have  a  spenddown,  we  tell  them  how 
much  their  spenddown  is  and  that  they  must  have  incurred  medical  bills  in  order 
to  gain  eligibility.  Notice  I  said  "incurred  medical  bills."  This  is  what  the  statute 
requires.  The  state  cannot  require  the  potentially  Medicaid  eligible  person  to  pay 
the  spenddown  amount  to  the  provider,  even  though  they  have  an  obligation  to  do 
so. 

Congress  has  also  shifted  costs  from  Medicare  to  Medicaid  with  the  coverage 
groups  of  Qualified  Medicare  Beneficiaries  (QMB)  and  Specified  Low  Income  Medi- 
care Beneficiaries  (SLMB)  and,  of  course,  added  to  the  complexity.  If  a  Medicare 
beneficiary  has  income  than  is  100%  of  the  federal  poverty  level  or  less,  and  re- 
sources less  than  $4000,  Medicaid  must  pay  the  Medicare  Part  A  and  Part  B  pre- 
miums, copayments  and  deductibles  under  the  Qualified  Medicare  Beneficiary  pro- 
gram. Under  the  Specified  Low  Income  Medicare  Beneficiary  program,  Medicaid 
pays  only  the  Medicare  Part  B  premium  for  a  person  that  is  a  Medicare  beneficiary, 
whose  income  is  over  100%  of  the  federal  poverty  level  but  is  not  over  120%  of  fed- 
eral poverty  level  and  whos  resources  are  less  than  $4000  for  an  individual. 

I  could  go  on  but  I  won't  do  that.  When  I  am  speaking  to  groups  in  Iowa,  one 
of  the  things  I  often  say  is,  "if  you  know  a  Medicaid  eligibility  worker,  give  them 
a  pat  on  the  back"  I  assure  you  they  deserve  it. 

Now  that  we  have  the  client  eligible,  we  are  also  told  the  kinds  of  health  care 
benefits  we  must  make  available,  who  we  must  allow  to  provide  these  benefits,  and 
often  how  much  to  pay  them. 

For  example,  states  are  not  simply  directed  to  provide  primary  care  to  the  Medic- 
aid population,  we  are  told  we  must  allow  services  to  be  provided  by  independent 
physicians  or  physician-run  clinics.  Federally  Qualified  Health  Centers  (FQHC), 
Rural  Health  Clinics,  family  nurse  practitioners,  and  pediatric  nurse  practitioners. 
We  are  not  simply  directed  to  assure  health  prevention  and  promotion  for  kids,  we 
are  told  that  we  must  seek  out  kids  and  have  them  screened  according  to  a  pre- 
determined periodicity  schedule  even  though  the  child  may  be  under  the  regular 
care  of  a  physician.  The  prescriptive  components  of  the  EPSDT  screen  must  be  docu- 
mented at  great  expense. 

We  are  not  simply  directed  to  pay  providers,  we  are  told  to  pay  hospitals  and 
nursing  facilities  according  to  the  mystical  language  of  the  Boren  Amendment  and 
to  pay  FQHCs  their  cost. 

States  are  not  simply  told  it's  okay  to  provide  cost  effective  alternatives  to  costly 
and  restrictive  institutional  care.  We  are  required  to  request  waivers  through  a 
lengthy,  time-consuming  process  and,  further,  to  renew  those  waivers  every  three 
years  by  essentially  repeating  the  original  application  process. 

And  finally,  states  are  not  simply  directed  to  assure  delivery  of  services.  Rather, 
we  are  told  that  if  we  want  to  deviate  from  the  traditional  fee-for-service  system 
that  allows  the  Medicaid  client  to  access  care  at  virtually  anjrtime,  anywhere,  that 
we  must  request  a  freedom-of-choice  waiver,  again  a  lengthy  and  time-consuming 
process  that  must  be  repeated  every  two  years  even  though  adequate  access  is  being 
provided. 

In  conclusion,  we  clearly  believe  that  this  program  can  be  administered  in  a  way 
that  is  less  costly,  has  less  hassle  factor  for  the  providers,  and  perhaps  most  impor- 
tant, is  less  formidable  and  confusing  to  the  low  income  elderly  or  disabled  that  we 
are  all  trjdng  to  serve. 

Thank  you  again  for  this  opportunity. 
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Mr.  BiLiRAKlS.  Thank  you,  Mr.  Herman.  I  apologize  for  having  to 
cut  you  off.  But  as  you  can  see,  a  vote  is  taking  place. 

Ms.  Matula,  I  think  we  will  switch  to  you  and  ask  Mr.  Burr  to 
introduce  you.  And  hopefully  right  after  your  5-minute  statement 
we  will  break  for  about  a  half-hour,  because  we  have  two  votes  in 
succession  on  the  floor  as  I  understand  it.  So  Richard. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

North  Carolina's  Medicaid  program  is  a  $3  billion  program,  with 
1  million  participants.  And  Barbara  Matula,  the  Medicaid  director, 
has  been  the  director  since  1979.  She  has  been  appointed  both 
under  Republican  and  Democratic  administrations. 

She  has  chaired  the  State  Medicaid  Directors  Association  and 
since  1986  has  been  the  chair  of  the  National  Academy  for  State 
Health  Policy.  We  are  certainly  fortunate  in  North  Carolina  to  have 
Barbara  Matula  there  intricately  involved  in  our  system,  and,  Mr. 
Chairman,  I  believe  that  she  can  bring  some  tremendous  insight  to 
this  committee  as  we  search  and  struggle  for  the  right  course  to 
follow  on  redesigning  how  we  deliver  health  care  related  services 
for  those  who  are  really  disadvantaged  in  this  country.  Ms.  Matula. 

Mr.  BiLlRAKlS.  Ms.  Matula,  you  are  on. 

STATEMENT  OF  BARBARA  D.  MATULA 

Ms.  Matula.  Thanks  so  much.  I  know  all  of  you  can  read  so  I 
will  not  read  my  testimony.  But  I  am  going  to  instead  try  to  sum- 
marize what  I  think  are  the  most  important  issues. 

One  year  ago  today  we  were  thinking  about  the  elimination  of 
Medicaid  and  some  of  us  were  actively  cheering  this  on.  We  were 
going  to  have  health  care  reform  and  the  uninsured  would  be  taken 
care  of  and  Medicaid  as  we  knew  it  would  go  away. 

When  that  started  fading  as  a  possibility,  some  very  aggressive 
States  through  1115  waivers  went  out  to  fill  some  of  that  need 
through  the  Medicaid  program.  Medicaid  now  became  the  saver, 
not  the  villain.  It  was  the  new  safety  net.  We  would  cover  more  of 
our  uninsured. 

Today,  we  are  talking  once  again  about  villains  and  heroes  and 
we  are  not  dealing  with  the  issue.  And  the  issue,  I  really  wish  it 
were  as  simple  as  HCFA  micromanagement. 

HCFA  has  not  dreamed  up  the  mandates  that  the  Medicaid  pro- 
gram is  living  under.  HCFA  did  not  dream  up  the  dual  system  of 
care  for  our  most  costly  population:  the  elderly  and  disabled.  We 
have  no  long-term  care  policy  in  this  country,  except  what  is  paid 
for  through  Medicaid.  And  it  is  unevenly  distributed.  I  have  heard 
even  the  President  say  it  is  a  program  for  middle-income  people 
and  I  assure  you  that  advocates  for  the  elderly  will  fight  for  the 
Medicaid  long-term  care  program. 

But  it  is  not  a  health  care  program.  We,  of  course,  are  concerned 
about  all  the  people  who  don't  qualify.  We  are  worried  about  how 
will  limited  funding  be  carved  up  among  States.  Will  it  go  from  the 
States  that  have  a  lot  to  the  States  that  have  less?  I  doubt  it. 

But  we  don't  deal  with  the  issue:  How  to  pay  for  the  very  expen- 
sive care  of  the  disabled  who  are  not  eligible  for  Medicare  for  2 
years;  and  if  they  do  qualify,  usually  cannot  get  the  care  they  need 
there.  They  end  up  on  State  Medicaid  rolls. 
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Our  budgets  are  bulging.  They  are  two-thirds  of  what  we  spend. 
But  we  have  Medicare,  title  18,  also  paying  for  the  same  people. 
The  two  do  not  communicate.  The  policies  have  no  relationship. 

I  think  physicians  are  so  frustrated  at  the  thought  of  a  dual  eligi- 
ble walking  in  the  door,  two  different  coverage  policies,  two  dif- 
ferent payment  policies,  crossovers,  who  are  you  billing  when  the 
services  run  out? 

We  have  never  addressed  those  basic  issues.  That  is  where  I 
would  fault  itc  And,  as  I  say  in  my  testimony,  bring  these  two  to- 
gether. Do  not  try  to  push  this  enormous  financial  risk  of  long-term 
care  and  high-technology  care  on  the  States. 

So,  for  me,  HCFA — I  am  probably  more  of  a  problem  to  them 
than  they  will  ever  be  to  me.  I  think  Sally  was  a  little  too  enthu- 
siastic in  support  of  that.  But  when  all  of  this  is  said  and  done, 
in  how  it  is  distributed,  we  all  know  we  have  to  lower  spending. 
States  cannot  keep  up  their  share  of  it.  You  get  annoyed  with  us 
when  we  learn  how  to  get  a  little  bit  of  your  money.  We  are  a  little 
annoyed  when  we  get  10  years  of  mandates  with  no  warning  and 
no  way  to  pay  for  them. 

We  really  need  to  get  down  now  to  what  the  issue  is,  elderly  and 
disabled  whose  cost  of  care  is  so  high  it  cannot  be  handled  simply 
in  an  HMO.  We  don't  know  what  to  do  with  long-term  care,  and 
if  we  would  begin  to  address  this,  HCFA  and  the  States,  then  we 
would  be  getting  somewhere. 

Thank  you. 

[The  prepared  statement  of  Barbara  D.  Matula  follows:] 

Prepared  Statement  of  Barbara  D.  Matula,  Director,  North  Carolina 
Division  of  Medical  Assistance 

Just  one  short  year  ago,  this  country  was  debating  Comprehensive  Health  Care 
Reform  and  states  were  eagerly  anticipating  relief  from  soaring  Medicaid  costs  and 
growing  numbers  of  uninsured.  Medicaid  as  we  knew  it  was  going  to  be  eliminated. 

Comprehensive  health  care  reform  initiatives  failed  to  materialize  and  some 
states  attempted  to  fill  the  gap  by  expanding  their  Medicaid  programs  to  cover  more 
of  the  low  income  uninsured  in  cost-effective  delivery  systems  through  federal  waiv- 
ers. 

Now  today,  we  are  here  to  debate  the  merits  of  "transforming"  the  Medicaid  enti- 
tlement program  to  a  block  grant  or  a  capped  entitlement  with  sharply  limited  fed- 
eral funds  and  promises  of  unlimited  state  flexibility  in  how  to  spend  them. 

All  states  recognize  the  need  to  reduce  program  expenditures,  and  bring  the  an- 
nual cost  increases  more  in  line  with  state  revenue  growth.  They  want  the  flexibility 
to  enroll  Medicaid  beneficiaries  in  the  most  cost-effective  delivery  systems  available 
to  them  and  tailor  their  programs  to  meet  the  basic  health  care  needs  of  their  low- 
income  uninsured  residents. 

These  goals  are  similar  to  those  of  Congress  and  of  the  President  who  want  to 
contain  the  annual  rates  of  growth  in  the  Medicaid  program,  reduce  the  federal 
budget  deficit  and  allow  states  the  flexibility  to  develop  managed  systems  of  care 
for  their  Medicaid  populations. 

It  goes  without  saying  that  states  are  adamantly  opposed  to  unfunded  federal 
manoates  which  shift  costs  to  the  states  and  local  governments,  while  we  under- 
stand, at  the  same  time,  that  Congress  and  the  President  are  not  too  eager  to  sup- 
port states'  efforts  to  maximize  federal  funds. 

While  we  generally  agree  on  our  overall  goals,  states  differ  in  many  ways:  in  tax 
capacity;  in  current  coverage  of  Medicaid  eligibles;  in  covered  services  offered;  in 
cost  per  Medicaid  eligible;  in  numbers  of  low  income  uninsured;  in  availability  of 
managed  care  providers;  and  in  ability  to  transform  quickly  to  new  delivery  sys- 
tems. 

Some  states  fear  that  a  block  grant  or  capped  entitlement  will  freeze  in  place  the 
significant  expenditure  differences  that  exist  among  them  and  prohibit  enrollment 
of  additional  eligibles.  In  other  words,  "One  size  fits  all,  but  only  if  everyone  is  the 
same  size." 
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To  date  most  state  initiatives  in  cost  containment  have  centered  on  low  income 
uninsured  families  with  children.  We  have  moved  aggressively  to  improve  birth  out- 
comes, ensure  well-child  care,  increase  access  to  comprehensive  services,  and  enroll 
participants  in  managed  care  arrangements — either  capitated  or  physician-coordi- 
nated. Preventive  care  and  early  intervention  strategies  are  vital  to  this  population 
to  reduce  birth  defects  and  minimize  the  costly  effect  of  preventable  disabling  condi- 
tions. These  efforts  to  expand  eligibility  and  improve  access  to  care  have  contributed 
to  improved  health  indicators. 

In  North  Carolina  families  with  children  account  for  %  of  our  almost  1  million 
Medicaid  eligibles.  Our  cost  per  recipient  served  in  this  group  averaged  $1300  in 
1994  which  is  about  the  national  average.  As  large  as  this  population  is,  it  accounts 
for  only  Va  of  our  Medicaid  program  expenditures.  Any  additional  savings  achieved 
through  managed  care  for  this  population  will  have  only  a  small  impact  on  our  over- 
all budget.  This  leads  me  to  conclude  that  the  best  efforts  of  all  the  states  to  man- 
age the  care  of  families  and  children  will  not  bring  about  enough  reductions  in 
spending  to  equal  the  magnitude  of  the  proposed  federal  cuts. 

Why?  Because  that's  not  where  the  money  is.  Two-thirds  of  North  Carolina's  Med- 
icaid budget  is  spent  on  the  elderly  and  disabled.  The  average  cost  per  disabled  re- 
cipient in  1994  was  $8,799  and  tne  average  cost  of  the  elderly  recipient  with  full 
Wfedicaid  benefits  was  $9,585. 

States  have  been  given  lots  of  mandates,  but  little  flexibility  to  meet  the  needs 
of  this  high  cost,  vulnerable  population.  In  fact,  Medicaid's  cost  per  dually  eligible 
(Medicare  and  Medicaid)  elderly  recipient  is  twice  that  of  Medicare,  even  though 
Medicare  is  supposed  to  be  the  primary  payor.  (A  dual  eligible  is  a  low  income  elder- 
ly or  disabled  person  who  qualifies  for  both  Medicare  and  Medicaid.) 

How  did  this  financial  role  reversal  come  about?  Thirty  years  ago  when  Medicare 
and  Medicaid  were  enacted,  Medicaid's  role  in  pa3dng  for  the  needs  of  the  very  poor- 
est Medicare  beneficiaries  was  marginal.  We  paid  for  their  monthly  premiums, 
deductibles  and  co-insurance  and  offered  wrap  around  benefits,  such  as  prescription 
drugs,  which  were  not  available  under  Medicare. 

Ten  years  later,  the  addition  of  Medicaid  coverage  of  long  term  care  in  nursing 
homes  and  in  institutions  for  the  mentally  retarded  transformed  the  Medicaid  pro- 
gram into  the  nation's  only  source  of  publicly  funded  long  term  care,  now  respon- 
sible for  35%  of  the  program's  total  cost. 

Twenty  years  after  enactment  of  Titles  XVIII  and  XDC  states  were  aggressively 
pursuing  waivers  to  cover  home  and  community  based  alternative  programs  in  an 
effort  to  delay  or  prevent  costly  institutionalization,  and  decrease  reliance  on  the 
medical  model  of  long  term  care. 

In  the  last  ten  years  federal  mandates  expanded  the  numbers  of  qualified  dual 
eligibles,  protected  the  income  and  assets  of  spouses  of  nursing  home  patients  and 
promised  relief  to  states  by  covering  more  nursing  home  costs  under  tne  Medicare 
Catastrophic  Act.  The  Act  was  repealed  along  with  the  nursing  home  benefit,  but 
the  mandates  to  pay  the  Medicare  costs  remained  in  place. 

After  30  years  of  incremental  change,  the  result  is  this:  the  cost-of  serving  the 
nation's  poorest  elderly  and  disabled  persons,  including  the  cost  of  long  term  care 
services,  now  consumes  65-70%  of  Medicaid  budgets.  And  Medicaid  is  not  the  only 
payor  for  most  of  this  population. 

Where  does  this  leave  us  today? 

We  are  told  that  federal  funds  for  Medicaid  will  be  limited,  yet  other  Congres- 
sional proposals  for  cutting  Medicare  costs  by  increasing  patients'  premiums  and 
cost-sharing  liabilities  would  immediately  result  in  increased  costs  to  the  Medicaid 
program  for  the  dually  eligible  population.  This  sounds  like  old-fashioned  cost  shift- 
ing to  the  states. 

We  are  told  that  we  will  have  increased  flexibility  to  manage  care,  but  today  we 
do  not  have  the  authority  to  require  the  highest  cost  patients — the  dual  eligibles — 
to  enroll  in  Medicaid  managed  care  plans,  nor  can  we  share  in  the  savings  that 
might  accrue  to  the  Medicare  program  as  a  result  of  our  managing  their  care.  On 
the  other  hand.  Medicare-sponsored  HMO's  have  every  incentive  to  shift  costs  to  the 
Medicaid  program  by  substituting  Medicaid  covered  nursing  home  care  for  Medicare 
covered  hospital  care.  This  doesnl;  sound  like  much  flexibility  to  me. 

But  the  debate  about  Medicaid  "reformation"  should  be  about  much  more  than  un- 
funded mandates  and  state  flexibility.  It  is  certainly  about  more  than  administra- 
tive rules  and  federal  oversight. 

The  "reformation"  if  it  comes,  will  be  about  the  elderly  poor  and  disabled. 

Today,  Medicaid  is  the  last  hope,  the  only  program  for  people  who  are  unable  to 
work,  who  are  uninsurable,  who  have  catastrophic  health  care  and  long  term  care 
needs  that  exceed  standard  insurance  benefits.  Medicaid  is  the  only  payor  or  long 
term  care  needed  by  very  frail  elderly,  persons  with  Alzheimer's  disease,  cancer  pa- 
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tients,  stroke  victims,  persons  with  spina  bifida,  hemophilia,  respiratory  disease, 
closed  head  injuries.  These  are  not  easy  candidates  for  capitated  models  of  care,  nor 
is  more  home  care  the  appropriate  answer  for  everyone 

Yet  we  have  not  one,  but  two  major  programs  intended  to  help  most  of  these 
heavy  care,  high  cost  patients.  Why  not  begin  our  "reformation"  by  examining  the 
respective  roles  of  Medicare  and  Medicaid  in  serving  this  population  to  learn  if  they 
can  work  better  together  than  on  two  separate  tracks. 

Medicaid  and  Medicare  are  not  now  and  never  have  been  in  sync  even  though 
they  both  serve  the  same  dual  eligible.  And  states  pay  the  price  for  this  failure  to 
combine  our  efforts. 

When  it  comes  to  the  dual  eligibles,  no  one  is  in  charge.  No  one  is  managing  the 
total  care  needs  of  some  of  our  highest  cost  patients.  A  single  system  of  coordinated 
care  for  our  most  vulnerable  populations  would  make  everyone  winners — the  pa- 
tients and  the  taxpayers  as  well. 

True  restructuring  or  "transformation"  of  the  Medicaid  program  will  occur  only 
if  we  create  a  rational  system  for  managing  their  care  that  includes  both  health  care 
and  long  term  care  services.  Long  term  care  is  not  a  local  problem.  It  is  the  nation's 
problem. 

We  need  to  design  a  rational  system  that  eliminates  the  incentive  to  cost  shift 
between  Medicare  and  Medicaid  programs  and  clearly  designates  responsibility  for 
meeting  patient  needs  in  the  most  cost  effective  way. 

Anyming  less  than  this  is  mere  tinkering,  not  restructuring.  It  continues  to  leave 
the  states  at  risk  for  the  highest  cost  populations  without  giving  them  the  means 
to  control  those  costs  and  it  doesn't  serve  the  public  well. 

I  will  close  by  sajdng  that  if  I  find  fault  witn  HCFA  at  all,  it  is  not  for  microman- 
aging  but  for  failure  of  top  management  over  the  past  20  years  to  bring  state  Medic- 
aid administrators  to  the  Medicare  table  to  identify  problems,  resolve  minor  dif- 
ferences and  elevate  major  policy  issues  such  as  these  to  the  Departmental  and 
Presidential  level  for  Congressional  attention. 

I  would  also  add  that  bringing  these  concerns  to  Bruce  Vladeck's  attention  this 
past  year  has  resulted  in  more  information  sharing  and  attention  to  the  problems 
of  serving  the  dual  eligibles  than  in  the  past  two  decades  combined. 

Mr,  BILIRAKIS.  Well,  thank  you  for  your  very  fine  testimony,  Ms. 
Matula. 

Let  us  break  until  12:45.  That  will  give  everyone  a  chance  maybe 
to  grab  a  bite  to  eat,  too.  Thank  you  so  much. 

[Whereupon,  at  12  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  12:45  this  same  day.] 

AFTERNOON  SESSION 
Mr.  BILIRAKIS.  Mr.  Tompkins,  would  you  please  proceed? 
STATEMENT  OF  ARNOLD  R.  TOMPKmS 

Mr.  Tompkins.  Yes,  sir. 

Mr.  Chairman,  members  of  the  committee,  I  thank  vou  very 
much  for  the  opportunity  to  come  here  to  speak  to  you  today  about 
a  most  compelling  issue  that  we  need  to  discuss  today  in  health 
care  as  well  as  involving  Medicaid  budgets. 

As  we  deal  with  the  issue  of  flexibility  and  issues  of  block  grants 
and  nonblock  grants  and  issues  of  what  rate  of  decrease  we  should 
or  rate  of  increase  we  should  have  for  the  Medicaid  budget,  I  think 
it  is  important  that  you  realize  that  a  lot  of  things  that  you  hear 
from  the  members  at  this  table  will  discuss  are  the  need  for  flexi- 
bility, no  matter  what  we  do  or  where  we  go  with  this. 

The  more  we  get  into  decreasing  the  rate  of  increase  of  Medicaid 
and  other  programs,  it  becomes  even  more  compelling  that  we  have 
more  flexibility. 

The  flexibility  I  am  referring  to  is  in  several  areas,  but  primarily 
we  have  to  look  at  the  decreasing  dollars  coming  to  the  State,  we 
have  to  have  the  flexibility  to  carry  on  the  programs  we  have  today 
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as  well  as  in  examples  of  things  we  could  do  even  more  so  and  do 
it  better. 

I  have  heard  this  morning  a  great  discussion  over  how  much 
money  between  the  President's  budget  and  the  Republican  budget 
and  I  think,  as  it  was  pointed  out  later  on,  the  difference  is  not 
that  tremendous;  that  we  all  need  the  flexibility  to  deal  with  it. 

As  we  talked  a  lot  this  morning  about  recipient  entitlements, 
about  the  care  we  need  to  give  recipients  and  whether  States  will 
do  that  or  not,  I  think  there  is  another  entitlement  we  have  not 
discussed  here  today  so  far  and  that  is  the  entitlement  for  the  pro- 
viders. Not  only  are  we  told  who  we  must  provide  care  to,  we  are 
told  how  much  we  need  to  pay  to  the  providers  who  provide  the 
care. 

Without  a  better  way  to  handle  and  be  able  to  negotiate  price, 
to  run  it  like  the  private  sector,  to  be  able  to  put  together  a  ration- 
al system,  rationalized  system  of  care,  it  is  going  to  be  very  dif- 
ficult. 

Ohio,  in  the  last  years,  has  obtained  an  1115  waiver  that  we 
think  makes  our  system  more  rational.  But  we  need  further  im- 
provements. And  it  took  a  great  deal  of  effort  to  get  that.  Almost 
10  months  to  be  able  to  accomplish  that.  The  major  point  here  is 
that  we  have  an  issue  where  HCFA,  through  the  Medicaid  Pro- 
gram, through  the  social  security  statute,  says  that  micromanaging 
us  on  the  home  and  community-based  waiver  program,  it  costs  us 
about  $12,000  per  recipient,  but  yet  we  are  not  regulated  very 
much  on  the  $36,000  per  year  program,  our  Nursing  Home  Pro- 
gram. We  would  like  to  have  the  flexibility  to  deal  with  that  type 
of  issue. 

Also,  the  disparity  we  have  in  certain  things  such  as  there  is  al- 
most a  discriminatory  factor  in  the  way  the  Medicaid  Program  runs 
and  how  we  deal  with  the  home  and  communities-based  program, 
in  that  if  you  are  single  and  you  are  getting  care  at  home  and  you 
are  elderly,  we  can  have  assets  up  to  $1,500  and  you  can  have  in- 
come up  to  $1,300.  If  you  are  married,  your  spouse  can  have  unlim- 
ited income  and  up  to  $75,000  in  assets. 

When  we  look  at  the  Boren  amendment,  and  all  the  pain  it  has 
caused  us,  we  in  the  State  have  used  a  prospective  payment  system 
for  our  long-term  care  facilities.  Over  the  last  3  years,  we  have 
saved  a  half  billion  dollars  in  that  program,  but  we  are  being  taken 
to  court  on  this  program  right  now  and  it  may  be  difficult  to  keep 
that  system  involved  because  of  the  way  the  Boren  amendment 
states  things.  And  who  is  to  know  what  is  an  economic  and  effi- 
ciently run  system  or  program? 

So  I  guess  my  primary  thing,  to  sum  all  this  up,  is  that  there 
are  significant  barriers  within  the  statute  and  within  regulations 
for  us  to  run  a  rationalized  program.  We  have  heard  all  the  varying 
different  issues  as  far  as  who  is  eligible,  who  is  not  eligible,  and 
all  those  types  of  things.  We  heard  about  the  long-term  care  system 
as  it  relates  to  the  Medicare  budget,  and  all  these  various  different 
things,  and  it  gets  down  to  the  point  if  you  are  going  to  decrease 
the  dollars,  we  have  to  have  the  flexibility.  We  feel  strongly  if  we 
have  the  flexibility,  that  we  can  do  a  lot  of  things  to  rationalize  the 
system. 
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What  that  dollar  and  where  that  is,  is  further  than  I  can  deal 
with,  but  what  I  do  know  as  a  manager  of  the  program  is  that  I 
need  the  flexibility  to  make  the  changes  I  need  to  do  in  order  to 
meet  the  needs  of  the  people  that  I  represent. 

[The  prepared  statement  of  Arnold  R.  Tompkins  follows:] 

Prepared  Statement  of  Arnold  L.  Tompkins,  Director,  Ohio  Department  of 

Human  Services 

Mr.  Chairman  and  Members  of  the  Committee:  It  is  a  pleasure  to  join  you  today 
to  discuss  both  the  opportunities  and  the  challenges  in  using  federal  block  grants 
to  help  fund  the  state  Medicaid  programs. 

Let  me  say  at  the  outset,  Mr.  Chairman — and  I  speak  for  Governor  Voinovich  and 
everyone  in  Ohio  who  is  concerned  about  our  state's  fiscal  health — we  don't  need 
to  be  convinced  of  the  need  for  change  in  the  status  quo.  In  fact  we  have  been  ac- 
tively, aggressively  developing  ways  to  serve  the  health  care  needs  of  our  citizens. 
We  have  been  doing  so  in  a  fiscally  responsible  manner  and  we  welcome  the  oppor- 
tunity to  work  with  you  to  build  a  more  efficient  and  cost-effective  Medicaid  pro- 
gram. 

I  will  keep  my  testimony  brief  this  morning.  I  can  summarize  Ohio's  views  on 
what  the  federal  role  should  be  in  this  Medicaid  funding  partnership  very  suc- 
cinctly. Moving  to  block  grants  for  the  federal  funding  of  Medicaid  creates  the  oppor- 
tunity to  remove  the  regulations  and  federal  micro  managing,  and  most  importantlv, 
truly  improve  how  Memcaid  services  are  delivered.  If  states  are  given  the  latitude 
to  spend  money  wisely  as  opposed  to  spending  money  in  accordance  with  federal 
regulations,  then  block  |[rants  will  not  only  reduce  growth  in  the  federal  budget  but 
wul  improve  the  Medicaid  system  as  a  whole. 

To  make  block  grants  work,  they  must  be  true  block  grants.  They  must  be  free 
of  intrusive  feder^  requirements-  They  must  be  without  unwanted,  unneeded  pre- 
scriptive mandates.  They  must  be  unfettered  by  federal  directives  that  serve  to 
micro  manage  state  Medicaid  programs.  States  clearly  need  flexibility  that  is  specifi- 
cally enumerated  in  the  legislation  in  the  following  areas: 

•  States  will  need  unfettered  ability  to  contract  with  providers,  including  the  ability 

to  make  selective  contracts  without  freedom  of  choice  requirements.  Negotiated 
settlements  between  states  and  providers  should  not  be  subject  to  federal  inter- 
vention or  lawsuits. 

•  States  need  flexibility  to  establish  a  system  of  copayments  and  recipient  cost  shar- 

ing. 

•  There  should  be  no  federal  cause  of  action  with  regard  to  the  adequacy  of  rates 

paid  to  providers. 

•  There  should  not  be  any  restrictions  on  the  amount,  scope,  duration  and  location 

of  services  (e.g.  The  current  system  has  an  inherent  bias  toward  more  expensive 
nursing  home  care  and  has  barriers  states  must  overcome  before  placing  bene- 
ficiaries in  home  based  care). 

•  There  should  be  no  entitlement  for  providers,  nor  should  there  be  any  class  of  pro- 

vider with  preferential  reimbursement  methodology. 

•  Current  restrictions  such  as  the  Cash  Management  Information  Act  that  prevent 

states  from  employing  best  business  practices  must  be  eliminated. 

Throughout  my  testimony  today,  I  will  expand  on  several  of  the  above  items. 

Ohio  has  first  hand  experience  of  how  federal  directives  cost  state  Medicaid  pro- 
grams literally  billions  of  dollars.  The  institutional  bias  of  Medicaid  encourages  ex- 
pensive care,  regardless  of  need.  It  is  counter  intuitive  that  state  Medicaid  pro- 
grams— the  largest  purchaser  of  long-term  care  services — cannot  shape  the  long- 
term  care  market  to  create  the  most  cost  effective  mix  of  services.  For  instance,  fed- 
eral oversight  of  states'  use  of  community-based  care  is  substantially  higher  than 
oversight  of  nursing  home  beds,  even  though  nursing  home  care  is  up  to  70%  more 
expensive.  In  fact,  there  is  virtually  no  federal  oversight  of  the  expansion  of  nursing 
home  beds— at  an  annual  cost  of  about  $36,000  per  bed  per  year— while  just  a  single 
community-based  option  costing  about  $12,000  per  year  cannot  be  added  without  ex- 
tremely acrobatic  excursions  through  a  number  of  bureaucratic  hoops.  Ohio  and 
other  states  need  the  freedom  and  the  flexibility  to  develop  innovative  means  to 
serve  our  citizens. 

We  have  been  innovative  in  Ohio,  both  out  of  a  desire  to  make  our  Medicaid  pro- 
gram better  and  out  of  fiscal  necessity.  Medicaid  is  the  single  largest  item  in  our 
state  budget.  It  represents  nearly  one  out  of  three  dollars  the  state  spends.  Since 
1980,  Ohio's  Medicaid  program  has  grown  by  599  percent.  The  national  inflation 
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rate  during  that  period  was,  by  comparison,  just  over  95  percent.  Under  Governor 
Voinovich's  leadership,  Ohio  nas  made  significant  strides  in  cost-containment. 
Through  initiatives  such  as  implementing  a  prospective  long-term  care  reimburse- 
ment system  and  increasing  the  percentage  of  Ohio's  Medicaid  population  being 
served  through  managed  care,  we  have  reduced  the  average  ^owtn  in  Medicaid 
spending  from  16.3  percent  at  the  start  of  this  decade  to  single  digits  todav. 

But  Mr.  Chairman,  there  is  a  lesson  here.  This  success  has  oeen  achieved  not 
with  the  help  of  but  rather  in  spite  of,  the  existence  of  federal  oversight.  The  cost 
savings  we  have  achieved  are  threatened  by  the  existence  of  federal  intrusions.  For 
example,  federal  regulators  recently  asked  how  Ohio  HMOs  were  doing  in  quality 
assurance  measures. 

We  submitted  a  report  with  the  good  news  that  all  the  HMOs  serving  Medicaid 
clients  in  Ohio  had  met  the  eligibility  standards.  This  good  news  caused  the,  HCFA 
regulators  to  need  to  know  what  corrective  action  Ohio  would  take  to  address  plans 
that  did  not  meet  the  Quality  indicators.  This  is  not  only  aggravating,  it  wastes  time 
and  money  that  could  be  better  spent  on  health  care  or  continued  quality  improve- 
ments, but  not  on  a  paper  chase  that  adds  no  value  to  the  system. 

Another  prime  example  of  how  our  cost-containing  efforts  are  in  jeopardy  due  to 
federal  oversight  is  the  Boren  Amendment.  The  vap^ue  nature  of  the  Boren  Amend- 
ment forces  us  time  and  time  again  into  costly  litigation.  Governor  Voinovich  and 
I  feel  strongly  that  the  Boren  Amendment  is  one  federal  directive  that  is  in  dire 
need  of  repeal. 

If  block  grants  are  to  work,  we  need  to  bring  an  end  to  what  I  call  the  federally- 
sponsored  entitlement  trap . . .  not  the  type  of  entitlement  most  people  think  of  when 
we  talk  about  public  programs  however.  What  I  am  talking  about  is  Congress  man- 
dating which  services  states  will  provide  and  then  telling  us  how  much  we  must  pay 
for  those  services,  regardless  of  market  forces  or  the  actual  value  of  the  services. 
As  a  result,  health  care  providers — not  just  individual  beneficiaries — have  come  to 
view  Medicaid  as  an  entitlement  program  for  them.  Providers  want  Medicaid  dol- 
lars, obviously  or  they  would  not  all  be  clamoring  to  provide  services,  but  they  also 
build  in  the  excess  costs  of  federal  micro  managing  into  the  fees  they  charge  and 
the  reimbursement  rates  they  negotiate. 

This  cost  inflation  for  federal  meddling  means  that  states  are  not  able  to  buy  the 
same  amount  of  services  another  buyer  would  get.  This  is  not  just  less  bang  for  the 
taxpayer's  buck ...  it  is  iust  plain  ridiculous.  In  addition,  federal  regulations  osten- 
sibly designed  to  proviae  freedom  of  choice  for  Medicaid  clients  have  created  this 
entitlement  for  providers.  Unlike  clients,  providers  have  the  legal,  political  and  mar- 
ket resources  to  shape  both  Medicaid  coverage  and  pasonent  policies.  Our  hands  are 
virtually  tied  at  the  state  level.  We  see  costs  skyrocketing,  out  are  constrained  in 
the  cost-containment  measures  we  can  undertake.  These  are  the  types  of  intrusive 
requirements  that  must  end. 

We  are  prepared  to  move  forward  in  Ohio.  After  months  and  months  of  endless 
phone  calls  to  HCFA  and  the  submission  of  reams  of  paper,  Ohio  has  received  a  fed- 
eral w£iiver  to  implement  Grovernor  Voinovich's  OhioCfare  program.  This  program 
will  make  the  state  a  value  purchaser  of  Medicaid  services  hy  contracting  with 
HMOs  to  deliver  services  to  the  AFDC  population.  By  using  selective  contracting, 
competitive  incentives  for  providers,  and  the  centralized  accountability  that  is  inher- 
ent in  managed  care,  Ohio  will  be  better  able  to  deliver  health  care  services  to  our 
low-income  citizens  without  additional  federal  dollars. 

Let  me  be  clear,  however,  that  there  is  nothing  simple  about  getting  an  1115 
waiver.  Ohio  submitted  what  we  believed  was  a  carefully  draft;ed  and  complete 
waiver  request  in  March  of  1994.  Five  months  into  the  process  we  learned  that  our 
approach  to  budget  neutrality,  which  was  developed  using  other  states'  approved 
waivers  as  a  guide,  was  considered  off  base  by  HUFA.  We  spent  the  summer  rede- 
signing the  budget  to  meet  HCFA's  concerns.  But  this  redesign  was  still  not  enough. 
In  the  ninth  month  we  were  told  that  the  redrawn  budget  had  to  be  redrawn  again 
because  federal  thinking  had  changed  about  how  budget  neutrality  should  be  dem- 
onstrated. The  fact  is,  budget  neutrality  became  a  waiver  within  the  waiver.  As 
Quickly  as  federal  concerns  were  answered,  new  issues  were  raised  requiring  new 
data.  It  took  us  almost  a  year  to  get  approval  of  Governor  Voinovich's  OhioCare 
waiver. 

The  key  to  block  grants  is  flexibility.  If  Congress  gives  states  the  latitude  to  en- 
gage market  forces,  we  can  find  creative,  innovative  ways  to  make  this  block  grant 
work.  We  will  find  ourselves  over  a  barrel,  however,  if  in  addition  to  reduced  federal 
funding,  there  is  no  corresponding  reduction  in  federal  constraint's  and  mandates. 
Mr.  Chairman,  if  we  are  to  move  to  a  block  grant  program  that  places  a  ceiling  on 
Medicaid  spending — that  in  effect  reduces  federal  support — then  the  trade  off  has 
to  be  a  sharply  reduced  federal  role  in  administering  the  program.  Anything  short 


131 

of  that  will  be  the  largest  and  most  devastating  unfunded  mandate  that  the  federal 
government  has  ever  imposed  on  the  states. 

Thank  you  for  this  opportunity  to  testify,  Mr.  Chairman.  I  will  be  pleased  to  an- 
swer any  questions. 

Mr.  BILIRAKIS.  Thank  you.  Thank  you  very  much,  Mr.  Tompkins. 

Mr.  Bilbray  to  introduce  Mr.  Rodriguez. 

Mr.  Bilbray.  Yes,  Mr.  Chairman.  It  is  a  pleasure  to  introduce 
John  Rodriguez  from  the  Medical  Care  Services  of  the  State  of 
California.  I  think  that  Mr.  Rodriguez  comes  with  the  experience 
of  not  only  being  from  a  high  growth  State,  but  also  being  from  a 
State  that  has  been  very  progressive  in  reducing  the  cost  of  provid- 
ing these  services  to  the  projected  population. 

In  fact,  California  has  a  reputation  as  being  progressive  in  many 
fields,  but,  actually,  it  is  providing  service  at  the  level  of  one-fourth 
of  many  States  and  one-third  the  cost.  So  I  would  like  to  introduce 
at  this  time  Mr.  Rodriguez. 

Mr.  Rodriguez.  Thank  you  very  much. 

Mr.  BILIRAKIS.  Thank  you,  Mr.  Bilbray.  You  are  on,  Mr. 
Rodriguez. 

STATEMENT  OF  JOHN  RODRIGUEZ 

Mr.  Rodriguez.  Good  afternoon,  Mr.  Chairman  and  members. 
Thank  you  very  much.  I  have  been  a  Medicaid  director  in  Califor- 
nia for  about  10  years  now  and  I  think  just  about  any  Medicaid  di- 
rector would  tell  you  most  of  our  job  involves  balancing  the  compet- 
ing interests  of  cost,  quality  and  access  in  health  care. 

The  Federal  one-size-fits-all  mentality  toward  Medicaid  does  not 
reflect  the  diversity  of  States'  needs  and  circumstances  across  the 
Nation  or  within  a  particular  State.  We  need  flexibility  in  order  to 
be  able  to  continue  to  balance  cost,  quality  and  access. 

States  like  California  need  flexibility  to  ensure  continued,  to  en- 
sure access  to  quality  and  cost-effective  health  care  to  low-income 
Californians.  We  currently  serve  about  5.5  million  people  every 
month. 

Approximately  18  percent  of  California's  population  is  on  Medic- 
aid every  month.  The  Medicaid  should  be  operated  on  a  philosophy 
from  the  Federal  level  that  promotes  innovation  and  creativity, 
ease  of  administration  and  elimination  of  unnecessary  and  out- 
dated requirements. 

For  today's  discussion,  and  to  speed  things  along,  I  suggest  that 
flexibility  can  be  characterized  in  approximately  three  ways:  (1)  de- 
creasing the  program's  flexibility;  (2)  crumbling  the  cookie-cutter 
approach  to  Medicaid;  and  (3)  eliminating  unnecessary  or  outdated 
requirements  that  are  proven  to  be  not  cost-effective. 

First,  I  will  deal  with  complexity.  I  will  not  repeat  what  you  have 
heard  already  before,  but  the  eligibility  system  that  Medicaid  has 
is  close  to  indecipherable.  Medicaid's  eligibility  system  has  numer- 
ous eligibility  categories  with  differing  criteria  and  keeping  track 
of  the  various  eligibility  requirements  has  become  a  nightmare.  I 
agree  with  Don  when  he  says  we  should  thank  eligibility  workers 
who  are  paid  close  to  minimum  wage  for  being  able  to  keep  track 
of  all  this. 

States  should  have  full  authority  to  simplify  medical  eligibility 
criteria  wherever  it  makes  sense.  For  example,  a  real  easy  one. 
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Current  Federal  law  requires  that  on  a  monthly  basis,  we  recal- 
culate a  beneficiary's  share  of  cost  if  their  income  changes.  I  don't 
disagree  with  that  on  the  surface,  but  if  the  change  in  New  Jersey 
and  therefore  the  change  in  the  share  of  cost  is  less  than  the  cost 
of  administering  that  change,  actually  having  a  eligibility  worker 
going  through  and  make  the  change.  States  should  have  the  ability 
to  waive  that.  But  you  cannot  do  that  under  the  current  system. 

Second,  I  want  to  talk  about  the  cookie-cutter  problem.  Require- 
ments in  the  Medicaid  Program  are  inflexible  and  prevent  creativ- 
ity in  the  areas  that  would  allow  us  to  contain  costs  and  to  enhance 
access  to  quality  health  care.  Flexible  benefit  packages  and  creative 
patient  cost  sharing,  and  innovative  reimbursement  systems  in 
health  care  delivery  systems  are  discouraged  under  Medicaid 
today. 

Federal  mandates  bind  the  States  to  a  cookie-cutter  program, 
which  discourages  innovative  programs  and  forces  all  the  States  to 
oversee  rather  than  manage  their  Medicaid  Program. 

I  will  give  you  an  example.  Governor  Wilson  has  proposed  in  his 
budget  for  next  year  a  $100  million  appropriation  for  a  program  we 
want  to  call  Cal-Reach.  And  although  there  is  5.5  million  people  on 
Medicaid  right  now,  I  think  it  is  probably  well-known  there  is  mil- 
lions more  Californians  who  have  no  insurance  at  all.  Medicaid, 
while  it  is  an  important  safety  net,  is  not  the  program  that  covers 
all  poor  people.  We  want  to  try  to  use  this  money  and  hopefully  get 
Medicaid  dollars  to  cover  an  additional  600,000  kids  under  5  for  a 
primary  care  and  preventive  services  package.  Under  Federal  law 
right  now,  we  cannot  do  that  with  a  flexible  benefit  package  with- 
out a  major  waiver. 

I  think  that  despite  what  you  have  heard  today  from  the  Federal 
Government,  we  should  not  look  at  the  waiver  program  and  call  it 
flexible.  The  only  way  to  deviate  from  the  cookie-cutter  is  through 
flexibility,  but  I  don't  think  it  is  fair  to  say  the  waiver  program  is 
the  only  way  to  have  flexibility. 

We  have  used  the  waiver  program  for  some  innovative  programs 
other  States  are  beginning  to  use,  like  our  selective  hospital  con- 
tracting program.  We  implemented  that  in  1982  and  since  1982  it 
saved  us  $4  billion,  and  it  is  simply  a  function  of  being  a  prudent 
purchaser.  There  are  lots  of  hospital  beds.  We  have  a  large  budget 
for  hospital  services.  We  negotiate  with  hospitals  for  volume.  I 
think  it  is  the  kind  of  thing  that  most  of  us  do  in  terms  of  manag- 
ing our  own  budget. 

The  kind  of  programs  that  we  develop  under  waivers  are  clearly 
mainstream  health  care  systems  in  California  and  probably  most 
of  the  Nation.  We  contend  if  a  waiver  or  a  program  has  proven  it- 
self, there  is  no  advantage  to  HCFA  or  the  State  to  continually  pre- 
pare and  review  a  new  waiver.  We  strongly  suggest  elimination  of 
the  waiver  process  and  that  States  be  given  full  flexibility  to  create 
effective  programs  that  coincide  with  the  needs  and  resources  with- 
in a  State. 

Mr.  BiLlRAKlS.  Please  summarize,  Mr.  Rodriguez. 

Mr.  Rodriguez.  Thank  you,  sir. 

I  also  believe  we  should  eliminate  unnecessary  regulations  and 
laws  if  we  can  demonstrate  that  we  have  equivalent  systems  in 
place. 
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Thank  you  for  this  opportunity,  and  I  want  to  apologize  in  ad- 
vance to  the  committee  because  I  have  a  2  p.m.  plane  to  catch  and 
I  will  leave  here  about  1:20,  but  thank  you  for  trying  to  accommo- 
date my  schedule. 

[The  prepared  statement  of  John  Rodriguez  follows:] 

Prepared  Statement  of  John  Rodriguez,  Deputy  Director,  Medical  Care 
Services,  California  Department  of  Health  Services 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  the  opportunity 
to  testify  on  the  current  regulatory  and  administrative  control  of  the  Medicaid  pro- 
gram. I  commend  you  for  your  willingness  to  consider  the  states'  concerns  with  the 
Medicaid  program  and  how  it  operates.  I  trust  that  together  we  will  be  able  to 
change  the  Medicaid  program  in  a  way  that  will  meet  the  needs  of  federal  and  state 
governments,  and  most  importantly,  to  meet  the  needs  of  Medicaid  beneficiaries. 

California  currently  has  5.5  million  Medi-Cal  beneficiaries  and  spends  consider- 
ably less  per  recipient  than  the  national  average.  We  have  demonstrated  our  exper- 
tise in  managing  health  care  systems  that  assure  access  to  services  and  that  are 
efficiently  and  economically  run.  However,  current  federal  laws,  regulations  and  pro- 
cedures hamper  our  efforts  to  balance  the  competing  demands  of  health  care  cost, 
quality  and  access.  We  will  not  be  able  to  realize  additional  efficiencies  and  continue 
to  serve  the  millions  of  Medi-Cal  beneficiaries  unless  the  federal  philosophy  of 
micromanagement  is  changed. 

The  federal  "one-size-fits-all"  mentality  towards  Medicaid  does  not  reflect  the  di- 
versity of  states'  needs  and  circumstances  across  the  nation,  or  within  a  particular 
state.  Legislative,  regulatory  and  judicial  mandates  at  the  federal  level  have  ex- 
panded eligibility,  provider  reimbursement  levels  and  benefits  creating  substantial 
and  ofl«n  unpredictable  cost  growth  in  Medicaid — and  create  major  budget  problems 
for  states.  Federal  mandates  present  little  state  flexibility  and  hinder  state  attempts 
to  be  part  of  the  "mainstream '  approach  to  health  care  delivery^. 

We  acknowledge  that  accountability  is  fundamental  to  the  program's  success, 
however  the  states  must  have  broad  flexibility  to  establish  innovative  benefit  pack- 
ages, provider  reimbursement  levels,  delivery  systems  and  eligibility  criteria.  For 
the  purposes  of  today's  discussion,  I  suggest  the  need  for  state  flexibility  can  be  cat- 
egorized in  three  ways:  decreasing  the  program's  complexity,  eliminating  the  cookie- 
cutter  approach  to  state  Medicaid  programs  and  eliminating  unnecessary  or  out- 
dated requirements  that  have  proven  not  to  be  cost  effective.  I  will  give  examples 
in  each  of  these  areas. 

Decreasing  Program  Complexity 

California  administers  the  Medi-Cal  program  with  the  philosophy  that  we  need 
to  serve  our  most  needy  residents  and  we  do  not  want  to  make  the  state's  uninsured 
problem  worse;  therefore,  we  have  adopted  all  of  the  optional  eligibility  categories. 
The  complexity  of  the  current  Medicaid  program,  however,  makes  it  difficult  and  ex- 
pensive to  run  and  leaves  almost  everything  up  to  regulatory  and  legal  interpreta- 
tion. For  example,  Medicaid's  eligibility  system  with  its  numerous  eligibility  cat- 
egories and  criteria  is  duplicative,  contradictory,  unwieldy  and  has  become  a  night- 
mare to  administer.  We  have  households  where  a  different  set  of  eligibility  rules 
apply  to  each  person  in  the  same  family.  A  pregnant  woman  would  be  covered  with 
one  set  of  rules,  while  her  three  children  would  be  covered  by  AFDC  rules.  The  hus- 
band or  father,  if  disabled,  would  be  SSI-linked  and  another  set  of  rules  would  apply 
to  him. 

States  should  have  full  authority  to  simplify  Medi-Cal  criteria  where  it  makes 
sense.  For  example,  under  federal  law,  Medi-Cal  beneficiaries  with  countable  income 
above  certain  income  limits  must  contribute  a  certain  portion  of  their  countable  in- 
come, referred  to  as  share  of  cost,  toward  the  cost  of  their  medical  care  before  Medi- 
Cal  will  pay.  Current  rules  require  county  eligibility  workers  to  recompute  countable 
income  and  share  of  cost  whenever  the  beneficiary's  countable  income  changes,  even 
when  the  change  is  nominal.  In  some  cases,  such  nominal  income  changes  occur  reg- 
ularly. The  administrative  cost  of  recalculating  the  entire  case  budget  to  reflect  a 
change  in  income  that  will  produce  a  change  in  the  beneficiary's  share  of  cost  of  only 
a  few  dollars  often  exceeds  the  program  savings  resulting  from  the  share  of  cost 
change.  To  resolve  this  problem,  HCFA  should  provide  states  with  the  option  of  dis- 
regarding changes  in  income  which  will  result  in  only  nominal  changes  in  share  of 
cost. 

And  the  complexities  of  eligibility  determination  are  not  limited  to  the  Medicaid 
program.  Program  staff  must  also  know  about  the  Medicare  program  in  order  to  ad- 
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minister  three  programs  for  low-income  Medicare  eligibles:  the  Qualified  Medicare 
Beneficiary  (QMB),  Specified  Low  Income  Medicare  Beneficiary,  and  Qualified  Dis- 
abled Working  Individual  programs.  Under  these  very  similar  programs,  Medi-Cal 
pays  the  co-payment  premiums  for  these  beneficiaries'  Medicare  parts  A,  B,  or  both. 
Counties,  states,  HCFA,  SSA  and  the  applicants  have  been  frustrated  with  the  com- 
plexity and  results  of  these  programs  since  it  has  been  implemented.  These  pro- 
grams serve  a  relatively  small  number  of  eligibles  but  have  significantly  increased 
administrative  expenses.  Further,  the  State  is  required  to  pav  costs  when  a  program 
is  not  cost  effective.  In  this  case  states  must  pav  expensive  ($3,500  annually)  Medi- 
care Part  A  premiums  for  49,000  Medicaid  eligibles  who  are  also  eligible  as  QMB's, 
rather  than  simply  pa)dng  for  Part  A  (hospital)  services  at  lower  Medicaid  rates. 

In  a  separate  but  related  issue,  federal  requirements  regarding  estate  planning 
not  only  impact  Medicaid  eligibility,  they  also  build  in  opportunities  for  fraud.  Attor- 
neys wno  work  with  clients  seeking  estate  planning  assistance  are  re^arly  placing 
advertisements  in  newspapers  that  promise  to  find  a  way  to  qualify  individuals  for 
Medicaid  while  still  preserving  accumulated  assets.  Current  federal  rules  leave  loop- 
holes that  permit  clever  attorneys  to  qualify  many  such  individuals.  If  these  rules 
can  be  eliminated  and  states  permitted  to  establish  their  own  eligibility  criteria  that 
prevent  those  individuals  witn  significant  assets  from  qualifjdng  for  Medicaid,  sig- 
nificant savings  can  be  generated. 

Cookie  Cutter  Approach  to  Medicaid 

Requirements  under  the  Medicaid  program  are  inflexible  and  prevent  creativity 
in  areas  that  would  allow  us  to  contain  costs  and  to  enhance  access  to  quality  healtn 
care.  Flexible  benefit  packages,  creative  patient  cost  sharing,  and  innovative  reim- 
bursement systems  and  health  care  delivery  systems  are  discouraged.  Federal  man- 
dates bind  the  states  to  a  "cookie  cutter"  program  which  discourages  innovative  pro- 
grams and  force  states  to  "oversee"  rather  than  "manage"  their  Medicaid  programs. 

The  current  structure  of  the  Early  and  Periodic  Screening,  Diagnostic  and  Treat- 
ment (EPSDT)  program  presents  an  example  of  a  federally-mandated  program  that 
presents  an  inflexible  benefits  package.  Under  the  current  EPSDT  requirements,  a 
state  must  provide  services  regardless  of  whether  such  services  coincide  with  the 
state's  established  periodicity  schedules  for  these  services.  Additionally,  the  law  re- 
quires that  a  service  that  a  provider  feels  is  necessary  must  be  provided  to  EPSDT 
participants  regardless  of  whether  the  service  or  item  is  otherwise  included  in  the 
state's  Medicaid  Plan.  The  open  nature  of  this  law  allows  for  broad  legal  challenges 
to  any  type  of  efforts  by  states  to  reasonably  limit  EPSDT  services.  The  federal  lan- 
guage which  allows  states  to  define  the  criteria  for  determining  whether  the  services 
are  medically  necessary  is  weak  and  limits  states  severely  in  attempts  to  develop 
reasonable  service  criteria  without  being  legally  challenged. 

The  federal  government  should  be  making  it  easier,  not  harder,  for  states  to  help 
children  in  need. 

In  California,  thousands  of  working  families  with  children  under  five  years  of  age 
cannot  afford  health  insurance  for  their  children.  As  a  result,  these  children  often 
go  without  the  primary  and  preventive  care  they  need.  Their  only  contact  with  the 
health  care  system  is  through  an  emergency  room.  To  assist  these  children.  Gov- 
ernor Wilson  has  designated  $100  million  in  the  State  budget  which,  if  matched  by 
federal  funds,  could  provide  primary  and  preventive  care  to  California's  600,000  un- 
insured low-income  children  under  age  five.  However,  under  the  current  Medicaid 
program,  states  cannot  receive  matching  funds  unless  a  comprehensive  benefits 
package  is  provided — with  a  price  tag  of  $400  million.  The  result:  California  will  be 
forced  to  either  apply  for  a  waiver,  which  could  take  over  one  year  to  receive  and 
is  subject  to  judicial  review,  or  use  the  available  state  funds  to  provide  benefits  to 
only  a  limited  number  of  children. 

Another  example  is  the  Presumptive  Eligibility  program  which  provides  tem- 
porary Medi-Cal  eligibility  to  low-income  pregnant  women  pending  approval  of  their 
regular  Medi-Cal  application.  Federal  law  mandates  that  only  the  Qualified  Pro- 
vider can  offer  Presumptive  Eligibility  to  his  patients.  California  has  tried  unsuc- 
cessfully to  get  HCFA  approval  for  the  "California  version"  of  Presumptive  Eligi- 
bility. If  it  had  been  approved,  county  eligibility  workers  would  also  be  able  to  oner 
Presumptive  Eligibility  and  speed  up  services  to  pregnant  women  seeking  services 
from  most  providers. 

Federal  waivers  are  the  states'  only  way  to  deviate  from  the  cookie  cutter  ap- 
proach to  Medicaid.  However,  the  cumbersome  waiver  process  serves  as  a  prime  ex- 
ample of  how  Medicaid  discourages  innovation  and  prevents  states  from  keeping 
pace  with  the  changing  nature  of  health  care  delivery.  Waivers  are  extremely  labor 
intensive  and  time  consuming  to  develop  and  get  approved  by  HCFA,  requiring 
months  (and  sometimes  years)  for  approval.  Each  waiver  must  be  renewed  on  a 
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periodic  basis  even  for  programs  that  have  been  proven  successful  time  and  time 
again.  California  currently  has  17  waivers  in  place  and  we  are  developing  five  oth- 
ers. 

It  is  interesting  to  look  at  several  of  our  waivers  to  see  that  Medicaid  is  signifi- 
cantly behind  the  times  in  requiring  a  waiver  to  perform  an  activity.  The  Selective 
Provider  Contracting  Program  Waiver,  for  example,  is  required  to  allow  selective 
contracting  with  hospitals  to  provide  inpatient  services  to  Medi-Cal  beneficiaries. 
The  waiver  allows  California  to  act  as  a  prudent  purchaser  of  health  services  and 
to  thereby  manage  the  Med-Cal  program  in  an  efficient  and  cost  effective  manner. 
Cost  savings  since  1982  are  estimated  to  be  $4  billion.  The  waiver  was  approved 
in  1982  and  has  been  resubmitted  and  approved  every  two  years  since  then.  Today, 
some  14  years  after  its  establishment,  the  merits  and  efficiency  of  this  program 
should  be  clear  to  all  concerned. 

California  has  also  been  required  to  submit  separate  waivers,  and  subsequent  re- 
newals, for  each  of  our  various  managed  care  programs.  Managed  care  in  a  variety 
of  forms  is  now  being  used  throughout  the  private  and  public  sector  to  finance  and 
deliver  health  care  services.  Certainly  we  should  be  able  to  facilitate  state  imple- 
mentation of  these  programs. 

The  Hudman  waiver  is  yet  another  example.  Hudman  allows  California  to  restrict 
conditions  under  which  a  Medi-Cal  beneficiary  is  able  to  stay  in  a  costly  distinct 
part  nursing  facility  and  allows  us  to  transfer  a  Medi-Cal  beneficiary  to  a  lower  cost 
nursing  facility  if  specific  placement  criteria  are  met.  This  waiver  was  initially 
granted  in  1992  and  our  request  for  its  continuance  was  approved  in  1994.  The 
1994-96  waiver  request  consists  of  four  volumes  for  a  combined  weight  of  eight 
pounds.  We  have  already  begun  the  research  for  the  1996-98  waiver. 

These  programs  are  clearly  "mainstream"  health  care  systems  in  California  and 
the  Nation.  We  contend  that  if  a  program  has  proven  itself,  there  is  no  advantage 
to  HCFA  or  the  Department  to  continually  prepare  and  review  a  waiver.  We  strong- 
ly suggest  elimination  of  the  waiver  process  and  that  states  be  given  flexibility  to 
create  effective  programs  that  coincide  with  the  needs  and  resources  within  the 
state. 

Unnecessary  or  Outdated  Requirements 

Medicaid's  requirements  also  prevent  states  from  eliminating  activities  that  are 
unnecessary,  outdated  or  not  cost  effective.  The  states  should  be  granted  authoritjy 
to  evaluate  the  efficacy  of  these  programs  and  to  eliminate  them  when  they  don  t 
make  sense. 

The  Boren  Amendment  presents  an  example  of  a  federal  requirement  that,  as  im- 
plemented by  the  courts,  is  not  cost  effective.  The  Boren  Amendment  obliges  states 
to  set  reimbursement  rates  at  levels  incurred  by  efficiently  and  economically  oper- 
ated facilities.  The  intent  of  this  law  was  to  give  states  the  authority  to  develop  re- 
imbursement systems  that  encouraged  providers  to  control  costs  and  to  give  states 
help  to  insure  they  did  so.  However,  institutional  providers  and  their  respective 
trade  associations  have  used  this  law  to  file  lawsuits  challenging  the  validity  of 
state  plans,  methodologies,  and  reimbursement  rates.  Unfortunately,  as  case  after 
case  has  been  litigated,  most  decisions  by  federal  courts  have  ruled  in  favor  of  pro- 
viders and  frustrated  many  state  efforts  to  implement  economies  and  efficiencies. 
This  litigation  process  is  enormously  expensive  and  time-consuming.  The  time  has 
come  to  repeal  the  Boren  Amendment. 

Another  example  is  the  requirement  for  an  annual  inspection  of  care,  or  IOC,  in 
intermediate  care  facilities  for  the  developmentally  disabled.  The  intent  of  the  in- 
spection is  to  review  the  quality  and  appropriateness  of  services  provided  to  this 
fragile  population.  However,  it  duplicates  certification  inspections  already  in  place. 
The  fetkrally-required  inspection  requires  nine  Medi-Cal  staff  to  review  676  facili- 
ties annually  (increasing  twelve  12  percent  annually)  and  duplicates  the  annual  cer- 
tification inspections  of  these  facilities,  which  include  a  quality  of  care  component, 
conducted  by  our  Licensing  and  Certification  program. 

The  Preadmission  Screening  and  Annual  Resident  Review,  referred  to  as 
PASARR,  is  another  mandatory  program  that  does  not  take  into  account  a  similar 
activity  already  performed  in  California.  Under  PASARR,  states  are  required  to 
screen  individuals  initially  entering  nursing  facilities  to  evaluate  their  condition  and 
needs,  and  to  determine  if  they  are  being  placed  in  the  appropriate  level  of  care  or 
whether  placement  in  an  institution  is  appropriate  at  all.  This  requirement  not  only 
duplicates  processes  already  in  place  in  California,  it  is  not  cost  effective.  While  ap- 
proximately 76,000  Level  I  screens  and  4,500  Level  II  screens  have  been  performed 
each  year  since  1989,  only  five  individuals  have  been  found  as  a  result  of  PASARR 
to  be  inappropriately  placed  in  a  nursing  facility.  The  cost  for  the  program  fi-om 
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1989  to  present  is  $28.5  million — $5.6  million  per  individual  identified  as  needing 
more  appropriate  placement. 

In  conclusion,  tne  federal  government  should  be  making  it  easier,  not  harder,  for 
states  to  provide  essential  health  care  to  the  nation's  most  wilnerable  citizens.  Med- 
icaid's current  myriad  of  requirements  promote  confusion  and  program  inefficien- 
cies; present  opportunities  for  misinterpretation  and  inconsistencies;  and  burden 
state  and  local  governments  with  unnecessary  administrative  and  financial  burdens. 
I  urge  you  to  consider  the  flexibility  states  like  California  will  need  to  insure  access 
to  quality  and  cost  effective  health  care  to  low  income  Califomians.  Medicaid  should 
operate  on  a  philosophy  that  promotes  innovation  and  creativity;  ease  of  administra- 
tion; and  elimination  of  unnecessary  and  outdated  requirements. 

Thank  you  for  your  time.  I  will  be  happy  to  answer  any  questions  you  may  have. 

Mr.  BiLiRAKls.  Thank  you.  Mr.  Deily,  you  are  on,  sir. 
STATEMENT  OF  MICHAEL  DEILY 

Mr.  Deily.  I  am  Mike  Deily  from  the  State  of  Utah  and  it  is  a 
real  privilege  to  be  here  to  talk  to  you  a  little  bit  about  my  State's 
perspective  regarding  the  regulatory  and  administrative  control  of 
the  Medicaid  Program. 

Through  the  current  Federal  regulatory  process  the  Medicaid 
Program  has  developed  into  just  a  maze  of  different  sub  programs 
with  its  own  set  of  entitlement  rules,  mandatory  coverages,  manda- 
tory reimbursement  methodologies,  prescriptive  funding  mecha- 
nisms, burdensome  reporting  requirements  and  horribly  com- 
plicated interprogram  relationships. 

I  would  reflect  the  comments  of  people  that  have  talked  before 
about  the  terrible  complexity  of  the  program. 

Let  me  highlight  a  few  examples.  My  background  is,  in  fact,  eligi- 
bility. I  was  an  eligibility  worker,  so  I  will  expect  a  few  pats  here. 
So  I  am  quite  familiar  with  the  complexities  of  it.  But  by  any 
standard  an  eligibility  system  for  a  public  assistance  program 
ought  to  be  simple  for  the  public  to  understand  and  this  program 
is  not.  It  is  probably  the  most  complicated  program  I  have  ever 
seen,  and  it  is  well-known  to  be  almost  incomprehensible  to  pro- 
gram administrators,  much  less  the  people  it  serves  in  that  general 
public. 

We  also  have  the  Boren  amendment,  which  has  been  mentioned 
a  few  times,  which  requires  reimbursement  systems  be  tied  to  obso- 
lete cost  methodologies  rather  than  competitive  market  trends  in- 
volved in  most  of  our  State  markets.  Federal  law  and  regulation  so 
limits  these  copayments  and  other  forms  of  financial  responsibility 
within  the  Medicaid  population  that  it  is  nearly  impossible  to  save 
program  dollars  through  good,  wise  use  of  cost  share. 

An  example  we  ran  into  in  Utah  was  we  were  faced  with  the  pos- 
sibility of  having  to  eliminate  adult  dental.  We  were  told  we  could 
eliminate  that  service,  but  we  could  not  charge  a  copayment  of  any 
significant  amount  in  order  to  reduce  costs.  Makes  no  sense  at  all. 

In  terms  of  some  of  the  flexibility  that  has  been  discussed  by 
HCFA,  I  think  we  all  have  numerous  examples  we  could  give 
where  that  does  not  exist  and  let  me  give  you  one.  You  would 
think,  and  I  think  HCFA  believes  there  is  probably  flexibility  in 
the  area  of  service  coverage.  Seems  like  it,  to  read  the  regulations, 
but  when  you  try  to  actually  cut  services,  you  run  into  all  sorts  of 
program  problems  that  would  not  immediately  come  to  mind. 

What  we  ran  into  when  we  tried  to  cut  physical  therapy  back  in 
the  years  when  we  were  running  into  the  program  expansions 
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through  mandates,  we  tried  to  cut  that  service  and  we  were  told 
we  could  do  it,  but  because  hospital  coverage  is  mandatory  we  had 
to  provide  that  service  in  the  hospital  setting.  So  we  could  cut  it 
in  a  community  setting,  which  is  cheaper,  but  would  have  to  pro- 
vide it  in  the  hospital. 

I  think  we  could  all  go  on  for  hours  in  terms  of  talking  about  the 
complexities  of  the  program  and  the  individual  examples  that  we 
all  have,  but  I  think  we  need  to  focus  on  the  consequences.  And  the 
consequences  are  that  the  program  is  failing  to  adequately  respond 
to  the  real  opportunities  to  better  meet  the  health  care  needs  of  the 
people  in  our  individual  States. 

This  is  an  enormous  and  needless  price  to  pay  for  Federal  admin- 
istration of  the  program.  Utah,  as  well  as  other  States,  are  moving 
aggressively  to  reform  their  health  care  systems.  Medicaid  has  the 
potential  to  be  a  major  component  in  these  reforms,  but  we  are  sty- 
mied by  the  out-of-date  Federal  regulations  and  waiver  processes 
that  are  disconnected  from  the  realities  of  today's  world. 

To  adequately  maintain  the  Medicaid  Program  and  survive  in  to- 
day's world  of  limited  State  and  Federal  dollars.  States  must  have 
the  flexibility  to  run  their  programs.  We  need  the  flexibility  to  de- 
fine our  eligible  populations,  our  service  packages,  how  we  reim- 
burse providers,  and  I  would  agree  that  the  waiver  process  is  not 
the  way  to  do  it. 

This  is  an  example  of  a  waiver,  and,  to  be  truthful,  it  is  an  AFDC 
waiver  Utah  has,  but  we  are  within  a  week  of  submitting  a  Medic- 
aid waiver  that  will  have  a  similar  bulk.  We  have  two  freedom  of 
choice  waivers,  we  have  four  home  and  community-based  waivers, 
and  all  olF  these  take  long  periods  of  time  to  put  together. 

We  have  one  example  of  a  waiver  that  took  9  months  to  put  to- 
gether to  serve  30  people  in  the  home  and  community-based  area. 

In  short 

Mr.  BiLlRAKlS.  Please  summarize,  Mr.  Deily,  I  am  sorry. 

Mr.  Deily,  The  current  structure  of  the  Medicaid  Program  is  ter- 
ribly flawed  and  as  Congress  looks  to  limit  funds,  it  is  vital  that 
the  States  be  given  the  ability  to  craft  programs  that  are  easily  ad- 
ministered and  easily  understood.  Thank  you. 

[The  prepared  statement  of  Michael  Deily  follows:] 

Prepared  Statement  of  Michael  Deily,  Acting  Division  Director,  Division  of 
Health  Care  Financing,  Department  of  Health,  State  of  Utah 

I  am  privileged  to  speak  to  this  distinguished  committee  today  to  address  my 
state's  perspective  regarding  the  current  regulatory  and  administrative  control  of 
the  Medicaid  program.  First,  I  will  briefly  address  some  of  the  problems  inherent 
with  the  current  federal  administrative  control  of  the  Medicaid  program.  Then,  I 
will  discuss  the  need  for  states  to  be  relieved  of  the  administrative  and  regulatory 
burdens  imposed  under  today's  structure,  particularly  as  federal  and  state  dollars 
become  more  limited.  Finally,  I  will  address  why  waivers  are  not  an  adequate  mech- 
anism to  deal  with  state  needs. 

The  Medicaid  program  has  developed  into  an  intricate  maze  of  sub-programs  with 
its  own  set  of  entitlement  niles,  mandatory  coverages,  mandatory  reimbursement 
methodologies,  prescriptive  funding  mechanisms,  burdensome  reoorting  require- 
ments, and  complicated  interprogram  couplings.  Medicaid's  complexity  is  unsur- 
passed by  any  other  program  I  know.  The  federal  administration  oi  the  program  has 
added  to  the  difficulty  and  complexity  of  the  states'  job.  Federal  administration  has 
led  to  the  current  situation  where  it  has  become  dangerous  to  rely  on  the  federal 
regulations  because  they  are  so  out  of  date.  Additionally,  it  is  common  for  states 
to  receive  contradictory  interpretations  of  policy  from  the  HCFA  central  and  re- 
gional offices.  And,  it  is  all  too  common  to  have  an  unreasonably  short  period  of 
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time  to  implement  final  regulations  when  HCFA  has  been  working  on  them  for 
years. 

In  each  area  mentioned  above,  numerous  detailed  examples  can  be  presented  of 
how  federal  administration  has  failed  to  meet  the  needs  of  the  states  and  its  citi- 
zenry. I  will  highlight  a  few. 

By  any  standard,  it  should  be  clear  to  the  public  who  is  eligible  to  receive  services 
in  a  public  program.  Unfortunately,  the  Medicaid  eligibility  standards  are  not  clear 
even  to  the  program  administrators.  A  more  complex  system  of  eligibility  could  not 
be  designed,  and  under  the  current  regulatory  structure  of  Medicaid,  there  is  little 
states  can  do  to  reduce  this  complexity. 

The  Boren  requirements  tie  state  reimbursement  systems  to  obsolete  cost-based 
methodologies  rather  than  the  competitive  market  trends  evolving  in  most  of  our 
markets. 

Federal  law  and  regulation  so  limit  the  use  of  copayments  and  other  forms  of  fi- 
nancial responsibility  within  the  Medicaid  population  that  it  is  nearly  impossible  to 
save  program  dollars  by  sensitizing  participants  to  the  consequences  of  health  care 
utilization.  This  is  taken  to  the  absurd  when  you  realize  that  there  are  situations 
where  a  state  can  completely  drop  an  optional  service  from  coverage  but  cannot  im- 
pose a  significant  cost  share  reqmrement  on  the  service. 

While  all  those  speaking  this  morning  could  individually  spend  many  hours  giving 
detailed  examples  of  how  we  believe  Medicaid  is  not  working  and  why  federal  ad- 
ministration has  aggravated  the  problem,  ultimately  it  is  more  important  to  focus 
on  the  effect  of  these  problems.  The  consequence  is  that  the  program  is  failing  to 
adequately  respond  to  the  real  opportunities  to  better  meet  the  health  care  needs 
of  the  people  in  our  states.  This  is  an  enormous  and  needless  price  to  pay.  Many 
states,  including  Utah,  are  moving  aggressively  to  reform  their  health  care  systems. 
Medicaid  has  the  potential  to  be  a  major  component  in  these  reforms.  However,  the 
states  are  stymied  by  out-of-date  federal  regulations  and  waiver  processes  that  are 
disconnected  fi-om  the  realities  of  today's  world  and  the  current  market  oriented  de- 
livery systems. 

To  survive  in  today's  world  of  limited  state  and  federal  dollars,  states  must  have 
the  flexibility  to  best  meet  the  needs  of  the  citizenry  in  our  unique  state  environ- 
ments. More  specifically,  we  need  the  flexibility  to:  1.  define  the  eligible  population, 
2.  define  the  services  covered  by  the  program  and  methods  for  delivering  those  serv- 
ices, 3.  impose  cost  sharing  requirements  and  service  limitations  without  federal  in- 
terference, 4.  set  payment  rates  on  market  forces,  including  payments  to  FQHCs, 
and  5.  design  admimstrative  support  systems  to  operate  Mecucaid  with  no  extensive 
fee-for-service  data  base  reporting  requirement  to  HCFA  as  presently  exists. 

Unfortunately,  even  the  current  waiver  process  is  not  adequate  to  meet  state 
needs.  Again  the  federal  regulatory  process  has  become  so  cumbersome  and  burden- 
some, that  it  is  impossible  to  truly  tailor  the  Medicaid  program  to  fit  within  the 
budgetary  and  health  care  environments  of  the  individual  states.  For  example,  here 
is  what  it  took  to  initiate  the  46  wsiivers  to  design  what  we  believe  to  be  a  reason- 
able approach  to  the  AFDC  program  [referring  to  the  AFDC  waiver  package].  We 
are  on  the  threshold  of  submitting  a  like  document  to  redesign  the  Medicaid  pro- 
gram. Additionally,  Utah  has  two  ireedom-of-choice  waivers  and  four  home  and  com- 
munity-based service  waivers.  There  are  others. 

Even  with  all  the  waivers  mentioned  above  and  all  the  years  work  that  has  gone 
into  developing  them,  Utah  cannot  truly  design  the  program  that  fits  its  local  needs 
and  is  administratively  efficient.  For  example,  in  the  1115  process,  there  continues 
to  be  protected  eligibility  groups  and  protected  providers,  HCFA  has  stated  no  cur- 
rent recipient  can  be  harmed  (even  if  this  requirement  means  that  we  most  continue 
to  allow  other  low  income  people  to  go  without  any  services),  and  we  cannot  impose 
reasonable  cost  share  requirements  on  current  populations.  Additionally,  each  waiv- 
er has  burdensome  cost  neutrality  provisions  and  verifications,  most  have  terribly 
difficult  and  costly  reporting  requirements,  and,  even  if  successful,  have  to  go 
through  a  periodic,  cumbersome  renewal  process. 

Finally,  no  matter  how  successful  the  1115  Medicaid  waiver  program  is,  under 
current  rules,  we  will  have  to  eliminate  it  at  the  end  of  five  years.  So  the  result 
of  a  successful  project  will  be  to  dismantle  it  and  transition  most  new  eligible  recipi- 
ents out  of  the  program  and  look  for  a  new  way  to  serve  our  low  income  uninsured 
population.  It  is  difficult  to  find  any  common  sense  in  this  scenario. 

In  short,  it  is  my  opinion  that  the  current  structure  of  the  Medicaid  program  is 
seriously  flawed,  and  as  Congress  looks  toward  limiting  funds,  it  is  vital  that  states 
be  given  the  ability  to  craft  programs  that  are  easily  administered  and  easily  under- 
stood, and  which  continue  to  provide  at-risk  populations  high  quality  medical  care. 
States  need  true  flexibility  to  accomplish  this  task. 

Thank  you  for  the  opportunity  to  speak  to  you  today. 
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Mr.  BiLlRAKis.  I  thank  you.  I  am  going  to  start  the  questioning. 
As  soon  as  someone  is  able  to  come  in  and  relieve  me,  I  will  be 
probably  halfway  out  the  door  when  the  responses  are  being  given. 

Mr.  Rodriguez,  you  mentioned  the  need  for  more  or  maybe  even 
complete  flexibility.  You  also  mentioned  the  safety  net  and  how 
many  are  covered  by  the  safety  net,  but  also  that  there  are  many 
that  are  not  covered  under  the  safety  net  under  the  current  plan. 

If  you  had  more  complete  flexibility,  are  you  confident  that  you 
would  be  able  to,  even  with  the  decreased  Federal  dollars,  under 
the  current  block  grant  concept,  that  you  would  be  able  to  cover 
those,  many  of  those  that  are  not  now  covered  under  the  safety 
net? 

Mr.  Rodriguez.  Sir,  that  depends  on  the  conditions  of  a  block 
grant  and  how  much  money  is  involved.  But,  philosophically,  the 
way  we  would  approach  this  problem  is  like  the  problem  we  ap- 
proach every  year  when  we  build  the  budget. 

How  much  money  do  we  have  available  to  take  care  of  Medi-Cal, 
we  call  it  in  California.  And  you  try  to  build  your  program  around 
that.  The  first  thing  you  do  and  what  I  would  suggest  every  Medic- 
aid director  would  do  if  this  came  about  is  define  our  priorities. 

Historically,  in  California  we  have  defined  trying  to  bring  as 
many  people  on  the  program  as  possible  even  if  it  meant  we  want- 
ed to  have  a  variable  benefit  package  or  we  wanted  to  have  selec- 
tive contracting  with  providers.  That  is  the  kind  of  flexibility  States 
should  have  to  make  their  own  judgments  about  how  they  would 
spend  their  money. 

Mr.  Burr  [presiding].  I  apologize  for  the  hand  off".  And  since  we 
are  into  questions  at  this  time  let  me  turn  over  to  Mr.  Waxman, 
his  5  minutes. 

Mr.  Waxman.  Thank  you  very  much.  I  am  sorry  I  was  not  here 
to  hear  the  panel  or  introduce  Mr.  Rodriguez  from  my  own  State 
of  California. 

Mr,  Rodriguez,  3  days  ago  the  chief  administrator  and  officer  of 
Los  Angeles  County  presented  a  budget  to  the  county  board  of  su- 
pervisors that  proposes  to  close  the  County  USC  Medical  Center  in 
order  to  help  meet  a  $655  million  shortfall  in  the  county's  health 
services  budget.  This  is  unthinkable. 

With  some  2,000  beds  and  10,000  employees.  County  USC  is  the 
largest  hospital  west  of  the  Mississippi.  It  handles  an  average  of 
650  emergency  room  visits  each  day,  making  it  the  busiest  emer- 
gency hospital  in  the  Nation.  County  USC  handles  close  to  one- 
third  of  all  the  trauma  cases  in  L.A.  County,  which,  itself,  is  larger 
in  population  than  42  States  and  has  as  many  uninsured  people  as 
live  in  the  entire  State  of  Iowa. 

County  USC  treats  one-third  of  all  AIDS  patients  in  L.A.  County. 
The  women  and  children's  hospital  next  door  delivers  10,000  babies 
a  year,  many  of  them  from  high  risk  pregnancies.  This  critical  pro- 
vider would  be  closed  as  well.  There  is  no  hospital  that  is  more  de- 
serving of  the  title  "essential  community  provider"  than  County 
USC,  yet  somehow  it  has  found  itself  on  the  budgetary  chopping 
block,  even  without  the  Republican  Medicaid  cuts. 

My  question  is,  if  the  current  level  of  Federal  Medicaid  funding 
is  unable  to  sustain  an  institution  as  critical  as  County  USC,  what 
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will  happen  to  California's  safety  net  if  we  enact  the  Republican 
Medicaid  cuts? 

How  will  California  deal  with  the  loss  of  $18  billion  in  Federal 
funds  over  the  next  7  years? 

Obviously,  the  State  is  not  in  a  position  to  replace  those  Federal 
dollars  with  State  funds  and,  obviously,  the  counties  are  not  in  the 
position  to  replace  the  lost  Federal  dollars  with  their  own  funds. 
So  which  county  and  children's  hospitals  will  be  forced  to  close? 
Which  urban  and  rural  health  centers,  which  nursing  facilities, 
which  population  will  the  State  terminate  from  coverage? 

The  elderly,  the  disabled,  mothers  and  children,  where  will  those 
whose  coverage  is  terminated  go  for  care,  particularly  if  essential 
community  providers  like  County  USC  are  shut  down?  Will  Califor- 
nia export  its  uninsured  to  other  States? 

Mr.  Rodriguez.  If  I  was  to  approach  that  problem,  and  we  will 
be  working  with  L.A.  County  on  exactly  that  issue,  again,  you  have 
to  start  with  what  your  priorities  are.  One  of  our  top  priorities,  as 
we  demonstrated  by  adopting  all  the  optional  eligibility  categories, 
is  we  want  to  make  sure  we  take  care  of  the  safety  net.  After  that, 
I  don't  believe  that  any  one  group  or  provider,  whether  it  is  Los 
Angeles  County  or  a  private  hospital  or  what  have  you,  automati- 
cally steps  up  to  the  table  as  the  solution  to  that. 

L.A.  County  has  provided  a  very  important  safety  net  service. 
But  in  light  of  the  budget  situation  we  have  in  L.A.  County  and 
California  in  general,  we  have  to  take  a  hard  look  at  what  is  the 
safety  net  system  we  want  to  have  down  there  and  can  L.A.  Coun- 
ty, in  collaboration  with  the  other  providers  there  continue  to 
maintain  that  safety  net  system  without  L.A.  County  USC? 

I  would  argue  that  if  you  cannot  craft  such  a  solution  in  collabo- 
ration with  the  other  hospitals  down  there,  then  we  have  to  work 
hard  to  make  sure  that  that  system  survives. 

Mr.  Waxman.  You  have  really  not  answered  my  question,  which 
is  this  is  what  is  happening  now  in  the  existing  system.  If  you  are 
going  to  take  these  billions  of  dollars  in  cuts,  how  are  you  going 
to  handle  that?  How  will  we  deal  with  that  in  California  when  we 
are  already  seeing  the  most  essential  community  provider  in  Los 
Angeles  County  go  under. 

Mr.  Rodriguez.  I  would  say  if  your  No.  1  priority  is  protecting 
the  safety  net,  a  basics  level  of  care  for  all  Califomians  is  that  is 
where  you  start.  It  may  mean  you  have  to  have  a  more  flexible 
benefit  package,  fewer  providers  may  be  reimbursed  in  a  different 
way,  including  selective  contracts.  You  don't  have  the  same  kind  of 
broad  participation.  You  may  have  other  possibilities  for  patient 
cost  sharing.  You  may  have  flexible  benefit  packages 

Mr.  Waxman.  Which  will  you  do? 

Mr.  Rodriguez.  You  have  to  look  at  all  of  those,  and  there  may 
be  more  we  have  not  figured  out  because  we  have  not  talked  to  all 
our  colleagues  in  the  States.  But  I  would  point  out 

Mr.  Waxman.  What  are  you  going  to  do  in  California  if  you  get 
this  reduction  in  Federal  dollars  and  the  flexibility  then  to  make 
all  those  changes?  What  changes  are  you  going  to  make?  Who  will 
you  cut? 

Mr.  Rodriguez.  I  am  not  in  a  position  to  define  what  those  are, 
but  I  have  given  you  the  broad  categories  we  would  all  look  to. 
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Mr.  Waxman.  Well,  I  want  to  point  out  they  think  the  future  will 
look  pretty  bleak  in  California  and  so  does  the  President,  as  far  as 
that  goes.  We  face  a  real  crisis  in  Tennessee  and  other  essential 
community  providers. 

The  regional  medical  center  in  Memphis  faces  extreme  budgetary 
pressure  and  was  recently  on  the  brink  of  closing  its  neonatal  ca- 
pacity. However,  it  is  my  understanding  that  institution  is  being 
saved  because  the  State  of  Tennessee  has  agreed  to  increase  the 
availability  of  its  own  funds,  and  HCFA,  of  course,  will  then  mat^h 
those  funds. 

I  hope  the  State  of  California  is  putting  an  equally  high  priority 
on  saving  County  USC.  I  feel  confident  that  additional  Federal  sup- 
port would  be  available  if  the  State  is  willing  to  increase  its  level 
of  support. 

Mr.  Rodriguez.  One  final  comment.  I  agree  that  is  how  we 
should  look  at  that.  Programs  like  our  selective  hospital,  select  con- 
tracting program  have  given  us  the  ability  in  the  past  to  target 
higher  reimbursement  to  places  like  County  USC. 

Mr.  Burr.  The  gentleman's  time  has  expired. 

Since  there  is  only  one  other  gentleman  here,  I  believe  I  will  take 
the  turn  now,  if  I  could. 

Let  me,  again,  welcome  all  of  you  and  thank  you  for  your  pa- 
tience as  we  try  to  keep  the  hearing  going  for  your  benefit,  and  for 
our  benefit  and  still  live  up  to  our  votes. 

Let  me  fall  back  to  an  area  that  I  was  on  with  Miss  Richardson, 
and  that  had  to  do  with  what  I  think  are  two  plans  that  capitate 
spending,  that  limit  the  growth,  that  have  a  finite  amount  of 
money  that  is  going  to  be  spent  on  this  program,  but  two  plans 
that  differ  in  how  we  will  deliver  and  administer  the  program. 

The  President's  plan  that  would  limit  the  growth  and  keep  the 
delivery  system  and  the  administration  as  is,  and  the  block  grants 
which  we  feel  will  provide  the  flexibility  that  we  have  heard  so 
many  Governors  and  so  many  States  say  that  they  need.  I  would 
just  like  each  of  you,  and  I  will  start  with  Mr.  Deily,  just  to  com- 
ment on  where  the  preference  would  be  in  your  State  and  just  be 
as  brief  as  you  can  on  the  whole  thing,  please. 

Mr.  Deily.  Preference  would  be  for  block  grants.  Without  the 
block  grants,  the  flexibility  allowed  under  the  block  grants — we  are 
a  State  that  I  think  has  run  a  very  efficient  program,  and  we  are 
running  now  in  areas  where  we  can  see  good  efficiencies  to  meet 
a  reduced  income  stream. 

Mr.  Burr.  Has  your  waiver  been  approved,  by  the  way. 

Mr.  Deily.  No  our  waiver  has  not  yet  been  submitted.  It  will  be 
submitted  June  29,  June  30. 

Mr.  Burr.  Okay. 

Mr.  Deily.  But  the  flexibility  is  essential  to  be  able  to  meet  the 
budget  requirements. 

Mr.  Herman.  Per  capita  versus  aggregate  block  grant  is  what  I 
understand  the  question  to  be,  sir. 

I  think  that  certainly  the  issue  of  a  per  capita  cap  is  one  that 
gets  into  many  of  the  discussions  that  I  have  heard  that  are  going 
on  now.  Because  there  are  extreme  differences  in  the  per  capita  ex- 
penditures on  Medicaid  across  the  States,  an  issue  that  probably 
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needs  to  be  looked  at  and  looking  at  the  reasons  for  why  that  dif- 
ference in  per  capita  exists. 

But  I  think  the  short  answer  to  your  question  is  that  I  believe 
that  we  would  be  looking  for  the  maximum  amount  of  flexibility 
and,  therefore,  we  would  support  in  aggregate  the  block  grant. 

Mr.  Burr.  Per  capita — and  then  I  will  stop  on  that,  if  I  can — my 
figures  show,  and  these  are  1994  figures.  New  Hampshire,  on  a  per 
person,  $9,661  expense;  and,  let's  see,  your  State  of  Iowa,  $4,173. 
Is  that  pretty  accurate;  those  numbers? 

Mr.  Herman.  Yes,  I  believe  those  are, 

Mr.  Burr.  Certainly  the  U.S.  average  is  roughly  $4,300.  The  low, 
by  the  way,  is  Mississippi,  but  closely  followed  by  California  at 
$2,980.  Quite  a  discrepancy,  from  $9,661  to  $2,980. 

Mr,  Rodriguez. 

Mr.  Rodriguez.  Well,  following  up  on  your  question,  it  is  really 
a  question  of  being  able  to  create  flexible  approaches  to  living  with- 
in your  budget.  We  are  doing  that  right  now.  The  kind  of  State  ac- 
tivities that  we  all  perform  are  trying  to  live  within  our  budget. 

If  a  budget  is  to  come,  we  must  have  the  flexibility  to  react  in 
real  time  to  the  real  conditions  that  States  experience  and  to 
change  reimbursement  systems,  to  change  coverages  as  the  budget 
dictates.  The  current  system  does  not  permit  that  at  all. 

Mr.  Burr.  Mr.  Piper. 

Mr.  Piper.  With  respect  to  the  President's  recent  proposal,  that, 
frankly,  would,  although  it  is  sketchy  on  the  details,  would  likely 
amount  to  basically  an  unfunded  mandate  in  and  of  itself  It  pro- 
vides for  only  a  slight  tweaking  in  terms  of  the  flexibility.  It  would 
require  virtually  everything  that  is  Medicaid,  that  has  become 
Medicaid  over  the  last  30  years,  to  remain. 

Mr.  Waxman.  Excuse  me,  Mr.  Chairman.  Mr.  Rodriguez,  I  am 
going  to  ask  for  a  second  round  if  you  can  wait  a  minute. 

Mr.  Piper.  And,  as  a  result,  the  block  grant  from  our  perspective 
and  personally  is  far  preferable.  The  savings  are  greater,  but  the 
savings  are  genuinely  attainable,  given  the  type  of  flexibility  that 
we  are  talking  about. 

Mr,  Burr.  Mr.  Tompkins,  can  I  ask  you  and  Miss  Matula  to  hold 
off  for  1  minute.  Mr.  Waxman  has  some  follow-ups,  and  I  under- 
stand that  Mr.  Rodriguez  has  a  plane  to  catch  and  we  certainly 
want  to  accommodate  both. 

Mr.  Waxman.  Thank  you  very  much  and  I  will  try  to  be  brief. 

Mr.  Rodriguez.  I  appreciate  you  all  accommodating  my  sched- 
ule. 

Thank  you. 

Mr.  Waxman.  You  testified  Governor  Wilson  would  like  to  extend 
coverage  to  600,000  low-income  California  children  and  is  prepared 
to  put  up  $100  million  in  State  funds  to  do  so,  but  that  he  cannot 
get  matching  Federal  and  Medicaid  funds  without  a  waiver.  This, 
you  argued,  is  yet  another  example  of  Federal  micromanagement. 

This  certainly  is  an  interesting  argument  coming  from  a  State 
whose  Governor  strongly  supports  the  Republican  Medicaid  budget, 
which  will  cost  our  State  $18  billion  in  Federal  matching  funds 
over  the  next  7  years.  How  many  uninsured  low-income  children 
will  California  cover  with  the  $18  billion  Federal  dollars  that  it  will 
no  longer  have? 
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And  if  you  and  Governor  Wilson  are  so  concerned  about  the  cov- 
erage for  uninsured  children,  would  you  be  willing  to  accept,  as 
part  of  the  Federal  Medicaid  block  grant,  the  requirement  that  the 
State  provide  health  care  coverage  to  all  children,  California's  un- 
insured low-income  children,  equal  to  the  coverage  that  the  chil- 
dren of  the  State  employees  receive? 

Mr.  Rodriguez.  Whenever  we  approach  the  need  to  live  within 
a  certain  budget,  we  would  always  first  set  our  priorities.  In  Cali- 
fornia, we  have  said  that  among  our  top  priorities  is  coverage  for 
a  basic  primary  preventive  services  package  for  kids. 

Without  prejudging  any  action  by  the  Governor  and  the  legisla- 
ture, I  think  I  am  on  safe  ground  saying  that  that  would  continue 
in  the  future  in  whatever  Medicaid  Program  we  may  have,  block 
grant  or  otherwise;  that  we  need  to  provide  a  package  for  those 
low-income  vulnerable  populations. 

I  don't  believe  that  a  block  grant  or  other  cost  containment  nec- 
essarily means  you  cut  eligibles.  If  you  go  into  something  and  say 
we  are  not  going  to  cut  eligibles,  we  are  going  to  control  costs  in 
other  ways,  you  don't  have  to  cut  eligibles.  You  may  not  have  a 
group  of  providers  in  all  cases  that  are  as  happy  as  they  would  like 
to  be. 

You  may  find  you  are  selectively  contracting  with  the  most  effi- 
cient providers.  Their  reimbursement  rates  may  not  be  what  they 
used  to  be  or  what  they  would  like  to  be.  You  may  have  greater 
cost  sharing  on  the  part  of  the  consumer.  There  is  a  variety  of  ac- 
tivities. But  I  don't  think  anybody  should  assume  that  you  are  cut- 
ting people  off  or  that  you  could  not  use  this  as  an  opportunity  to 
work  with  our  counties,  who  are  the  providers  of  last  resort  in  Cali- 
fornia for  the  bulk  of  the  uninsured  after  Medicaid  to  create  a  new 
health  care  system  that  pools  the  dollars  that  the  Federal  Govern- 
ment puts  in,  the  State  government  puts  in,  the  counties  are  cur- 
rently spending  to  create  a  health  care  system  for  all  low-income 
Californians  that  are  not  eligible  right  now. 

We  don't  necessarily  have  to  make  this  a  problem.  It  is  what  do 
we  do  with  the  situation.  We  have  to  create  something  better. 

Mr.  Waxman.  We  hear  a  lot  from  the  States  about  unfunded 
mandates,  but  I  also  hear  a  lot  from  the  counties  about  unfunded 
mandates  from  the  State.  L.A.  County  Hospital  is  about  to  be 
closed  because  of  some  of  the  unfunded  mandates  and  burdens 
being  placed  on  them. 

I  thank  you  for  staying  to  answer  this  question.  I  think  we  are 
going  to  have  a  difficult  problem.  We  are  going  to  have  to  work  this 
thing  through  carefully.  I  wish  I  could  be  as  optimistic  as  you  are 
that  we  will  not  have  to  cut  out  a  lot  of  people.  I  think  we  are  going 
to. 

Mr.  Rodriguez.  Sir,  I  don't  want  anyone  thinking  I  think  this 
job  is  easy,  but  people  like  me  and  the  other  folks  here,  we  are  pro- 
fessional managers  and  we  hope  that  we  can  solve  problems  for 
people.  Thank  you. 

Mr.  Waxman.  Do  more  with  less  money. 

Mr.  Rodriguez.  Thank  you. 

Mr.  Burr.  Just  1  minute,  Mr.  Bilbray.  If  you  have  a  minute,  I 
want  to  finish — oh,  you  want  to  get  to  Mr.  Rodriguez.  I  yield  to  the 
gentleman  from  California.  Mr.  Rodriguez  has  a  plane  to  catch. 
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Mr,  BiLBRAY.  I  understand  that.  In  fact,  my  colleague  from  Cali- 
fornia is  aware  of  the  problems  with  L.A.  County,  One  of  the  fac- 
tors is  that  three-quarters  of  California  births  are  to  illegal  aliens. 
Talking  about  unfunded  mandates  coming  from  the  Federal  Gov- 
ernment, can  you  estimate  the  percentage  of  Medi-Cal  dollars  are 
spent  on  care  for  illegal  aliens? 

Mr.  Rodriguez.  Our  budget  is  approximately  $16  billion  this 
year.  Rounded  off  to  the  closest  number  I  can  tnink  of  right  now, 
it  is  about  $800  million,  to  answer  your  question.  I  don't  know  that 
percentage,  but  it  could  be  easily  calculated  if  we  pulled  out  our 
pencils, 

Mr.  BiLBRAY.  I  know  in  1992  the  number  was  about  96,000 
births.  About  40  percent  of  all  Medi-Cal  births  were  to  illegal 
aliens. 

Seeing  that  California  is  considered  a  high  growth  State  and, 
therefore,  the  proposed  program  caps  will  not  cover  the  growth  in 
eligible  beneficiaries  and  the  hospital  price  inflation,  California 
ranks  48th  per  person  in  expenditures.  In  fact,  there  is  a  State  that 
has  four  times  the  cost  of  California. 

Would  California  be  able  to  cover  the  truly  needy,  as  currently 
included  in  the  House  budget  resolution?  And  if  not,  how  would 
you  propose  to  devise  a  fair  and  equitable  formula  so  that  Califor- 
nia can  provide  these  services  without  being  punished  for  their  cost 
effectiveness  that  they  have  produced  in  the  last  decade? 

Mr.  Rodriguez.  We  have  not  crafted  a  specific  proposal,  to  an- 
swer your  question.  But  you  have  raised  a  key  issue  for  California 
in  terms  of  allocating  scarce  resources,  is  how  will  States  like  Cali- 
fornia, who  have  been  very  effective  in  controlling  costs,  be  able  not 
to  be  disadvantaged  at  the  outset  of  such  a  program? 

Mr.  BiLBRAY,  Thank  you.  Let  me  just  assure  you  that,  at  least 
from  this  member,  and  I  am  sure  from  the  majority,  we  do  not  plan 
to  perpetuate  the  tradition  of  the  Federal  Government  punishing 
people  for  doing  the  innovative  and  appropriate  thing  and  reward- 
ing those  who  have  not  been  as  efficient. 

I  look  forward  to  seeing  the  change  in  Washington  of  rewarding 
those  in  the  States  and  the  agencies  that  have  gone  the  extra  mile 
to  be  innovative  and  cost-effective. 

Mr.  Burr.  I  thank  the  gentleman  from  California. 

Mr.  Rodriguez.  Thank  you  for  accommodating  my  schedule. 

Mr.  BiLlRAKlS.  Excusing  Mr.  Rodriguez,  I  will  keep  the  clock  on 
red  for  my  colleagues  because  I  had  a  couple  minutes  left  and  I 
would  like  to  let  Mr.  Tompkins  and  Mrs.  Matula  respond  to  the 
question  that  everybody  else  did,  and  then  I  have  a  couple  of  fol- 
low-ups. 

Mr.  Tompkins.  I  think  there  is  no  question  that  without  flexibil- 
ity we  cannot  meet  the  coverage,  whether  it  be  the  President's 
plan,  the  Republican  plan  or  whatever  plan  you  want  to  put  out. 
When  you  are  decreasing  dollars  it  doesn't  make  any  difference.  We 
have  to  be  able  to  rationalize  the  plan.  We  have  to  set  priorities, 
as  Mr.  Rodriguez  just  spoke  of.  Look  at  what  the  total  budget  is 
and  figure  out  how  you  manage  it.  That  is  how  you  manage  a  pro- 
gram. That  is  how  anybody  manages  a  program. 

Mr.  Burr.  Let  me  stop  you  there.  What  is  the  primary  hindrance 
to  your  prioritizing  that? 
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Mr.  Tompkins.  In  Ohio,  when  we  look  across  the  board,  it  is  sev- 
eral things.  One,  it  is  the  ability  for  us  to  set  what  we  think  are 
fair  market  prices  to  providers.  In  Ohio  we  pay  our  hospitals,  they 
claim,  the  third  best  rate  in  the  country.  And  Ohio  does  not  have 
the  third  worst  inflation  rate  in  the  country  for  medical  inflation. 

We  look  at  the  mixture  of  long-term  care  services.  If  I  could  de- 
crease my  nursing  home  beds,  which  under  the  Federal  rules  it  can 
keep  going,  but  I  am  held  at  a  minimal  for  what  I  can  do  for  com- 
munity-based care  services — if  I  could  change  that  mixture  and  get 
more  people  not  to  go  in  the  nursing  homes  at  least  for  a  longer 
period  of  time  before  they  become  available 

Mr.  Burr.  Let  me  cut  through,  because  I  am  going  to  run  out 
of  time  and  I  don't  want  to  abuse  it,  but  you  do  have  thoughts  as 
to  ways  you  can  achieve  it.  There  are  new  ideas  that  we  have  yet 
to  exhaust? 

Mr.  Tompkins.  We  have  a  whole  part  of  Ohio  care  which  we  have 
gotten  through  HCFA.  It  took  us  10  months.  We  have  a  proposal. 
We  are  waiting  to  see  what  the  rate  of  increase  will  be  so  we  can 
go  forward  with  that.  But  I  will  have  difficulty  going  with  that 
when  you  change  the  rate  of  increase  to  provide  care  to  another 
300,000  or  400,000  people.  If  I  don't  have  the  flexibility,  I  cannot 
do  that  program. 

Mr.  Burr.  Okay.  Miss  Matula. 

Ms.  Matula.  North  Carolina  is  a  high  growth  State,  and  as  one 
who  has  kept  their  costs  low,  would  experience  a  double  whammy 
under  the  block  grant.  The  flexibility  would  end  up  being  flexibility 
with  limited  eligibility. 

Mr.  Burr.  Let  me  remind  you  we  have  not  determined  a  formula. 
That  is  yet  to  be  determined.  We  have  a  lot  of  people  who  have 
suggested,  worst  case  scenario,  no  consideration  for  growth.  But  I 
think  I  can  speak  for  one  individual,  who  has  expressed  in  other 
hearings,  that  dog  doesn't  hunt  here  as  it  relates  to  me.  So  please 
go  on. 

Ms.  Matula.  We  are  at  a  disadvantage,  of  course.  Our  Governor 
and  legislature  asks  us  what  is  the  impact  of  this.  Not  only  do  we 
not  know  what  the  formula  could  look  like,  we  don't  know  what  the 
flexibilities  could  look  like.  So  we  are  dependent,  like  you  are,  on 
other  folks  putting  projections  out  there. 

But  I,  for  one,  with  all  my  budget  background,  I  could  not  predict 
next  month's  Medicaid  expenditures,  because  we  don't  know  who  is 
coming  into  the  system,  what  costs  they  will  bring  with  them,  how 
quickly  the  providers  will  bill.  So  I  will  hold  a  little  more  than  a 
grain  of  salt  with  projections  that  go  7  to  10  years  out  when  we 
cannot  predict  7  to  10  months  out  with  accuracy. 

Mr.  Burr.  As  my  final  question,  you  and  I  have  discussed  the 
dual  eligibility  question.  Could  I  get  you  to  expand  for  the  rest  of 
the  members  here  a  little  bit  about  what  you  see  the  problem  as, 
and  I  will  finish  with  that. 

Ms.  Matula.  I  think  that  if  we  continue  to  deal  with  Medicaid 
cuts  and  Medicare  cuts  separately,  we  are  doing  our  taxpayers  and 
we  are  doing  our  elderly,  both  poor  and  nonpoor,  a  disservice. 

I  think  that  there  are  opportunities  for  the  States  who  no\y  cover 
elderly  and  disabled  poor  in  their  programs  to  join  forces  with  the 
Medicare  program  for  that  same  population  and  perhaps  decrease 
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unnecessary  acute  care,  which  is  really  all  Medicare  can  give  them, 
and  limit  the  exposure  of  the  States  through  the  Medicaid  Program 
by  what  is  shifted  to  them. 

It  is  an  opportunity  that  we  have  now,  when  we  talk  about  re- 
structuring, that  no  one  has  brought  to  the  table  before.  They  are 
treated  separately.  They  are  two  different  titles,  but  they  are  serv- 
ing the  same  person  and  they  are  doing  it  as  inefficiently  as  pos- 
sible. 

So  I  think  if  you  could  challenge  HCFA,  because  there  are  no 
State  Medicare  people — we  cannot  sit  down  at  the  table  and  say, 
let  us  come  up  with  a  proposal  and  look  for  a  waiver.  There  is  no 
State  Medicare  person.  There  is  an  intermediary,  but  he  may  not 
even  be  in  your  State.  I  think  this  is  a  great  opportunity  where  we 
could  kind  of  get  a  waiver  from  Medicare,  where  perhaps  Medicare 
could  serve  their  patients  better  not  in  an  acute  hospital  setting 
and  then  dump  them  out  on  the  street — these  are  people  in  the  last 
months,  perhaps,  of  their  life — ^but  allow  them  a  limited  nursing 
home  benefit  which  could  be  shared  with  the  State.  Allow  the 
States  and  Medicare,  jointly,  to  try  to  manage  the  care  of  the  low- 
income  vulnerable  population. 

Today,  no  one  is  in  charge.  We  are  throwing  money  at  it.  It  is 
65  percent  of  my  budget.  It  is  an  enormous  Federal  expense.  And 
we  are  not  talking  about  how  to  make  that  work.  This  is  not  about 
children  at  $1,300  a  year.  This  is  about  $10,000  a  year  in  Medicaid 
and  $5,000  in  Medicare  and  nobody  is  looking  at  how  they  work  to- 
gether. I  think  it  is  a  great  opportunity  to  do  that  now.  It  would 
not  be  a  punishment.  It  wouldn't  be  a  penalty.  It  would  be  really 
a  cost-effective  way  to  use  our  dollars,  all  of  our  dollars. 

Mr.  Burr.  I  certainly  look  forward  to  working  with  you  in  North 
Carolina  as  we  begin  to  mold  and  shape  and  the  other  witnesses 
here  today.  And  at  this  time  I  would  like  to  turn  it  over  to  Dr. 
Ganske. 

Mr.  Ganske.  Thank  you.  I  wish  that  more  people  had  the  chance 
to  see  this  panel.  I  wish  that  this  had  been  televised  on  C-SPAN, 
because  of  the  expertise  and  concern  that  you  have  demonstrated. 

For  me,  it  goes  a  long  ways  in  convincing  me  that  if,  in  fact,  we 
start  to  cut  some  Federal  strings,  there  is  a  high  level  of  expertise 
in  the  States  to  assume  that  responsibility.  To  whatever  extent 
that  we  cut  the  strings,  it  will  mean  more  responsibility  to  the 
States.  So  I  am  going  to  ask  two  questions  that  I  would  like  each 
of  you  to  answer, 

I  have  previously  asked  this  question  of  Mr.  Herman,  but  he  can 
answer  it  for  the  record. 

My  two  questions  are:  Can  your  State  organization  handle  in- 
creased responsibility?  And  the  second  question  is:  Do  you  want  in- 
creased responsibility?  Maybe  we  could  start  there. 

Mr.  Deily.  Yes  and  yes. 

Mr.  Ganske.  Yes  and  yes.  Mr.  Herman. 

Mr.  Herman.  First  of  all.  Dr.  Ganske,  thank  you  for  those  com- 
ments. My  response  to  that  would  be,  yes,  and  the  response  further  i 
is  one  that  you  will  hear  over  and  over  and  assuming  that  respon- 
sibility, along  with  assuming  that  responsibility  we  will  need  flexi-   ' 
bility.   The  answer  to  our  ability  to   do  that  depends  upon  the 
amount  of  flexibility. 
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My  bottom  line  would  be  this,  and  it  relates  to  your  perception 
of  Medicaid  directors.  I  have  worked  with  these  men  and  women 
at  this  table  for  a  number  of  years  and  our  other  42  colleagues,  and 
I  have  found  that  they  are  extremely  professional  and  extremely 
creative,  and  you  can  continue  to  direct  that  creativity  toward  cap- 
turing the  Federal  dollar  or  you  can  redirect  that  creativity  back 
to  managing  the  program  at  the  States. 

Mr  Ganske.  Mr.  Piper,  can  you  handle  the  increased  responsibil- 
ity and  do  you  want  it? 

Mr.  Piper.  Absolutely,  and  we  are  champing  at  the  bit  for  it  is 
the  answer  to  both. 

Mr.  Ganske.  Mr.  Tompkins,  any  comments? 

Mr.  Tompkins.  Yes  to  both  questions.  We  have  the  responsibility 
now  and  the  blame  and  everything  else.  I  would  like  to  have  the 
authority  to  do  it. 

Mr,  Ganske.  Miss  Matula. 

Ms.  Matula.  It  is  tough  to  beat  that  one.  Yes,  provided  that 
flexibility  also  recognizes  the  differences  in  the  States,  where  they 
are  now,  so  that  an  efficient  State  is  not  given  flexibility  but  no 
funds.  Because  that  is  so  important. 

Mr,  Ganske.  I  agree  with  you  100  percent.  I  yield  back  my  time. 
Thank  you. 

Mr.  Bilirakis.  When  I  left  I  had  some  time  left,  certainly.  I'm 
not  sure  that  I  will  use  all  of  it. 

Miss  Matula,  you  say  this  is  a  good  opportunity  to  possibly 
maybe  blend  the  Medicare-Medicaid  for  our  seniors.  If  you  have 
any  ideas,  I  don't  mean  for  here  today,  but  if  you  have  any  ideas 
on  how  that  can  be  done,  I  don't  mean  just  generalities,  I  am  sure 
you  must  because  you  are  certainly  very  experienced.  I  wish  you 
would  furnish  them  to  us  as  soon  as  you  can,  as  quickly  as  pos- 
sible. 

Ms.  Matula.  Thank  you. 

Mr.  Bilirakis.  I  am  not  making  any  promises,  but  these  hearings 
are  intended  to  be  learning  processes  in  the  first  place.  In  the  sec- 
ond place,  as  I  have  always  said,  we  are  an  ivory  tower  up  here, 
and  we  are  making  all  these  laws  and,  more  often  than  not,  don't 
even  know  how  they  will  affect  people  down  there,  whereas  you  all 
live  with  it  on  an  everyday  basis  and  you  have  an  opportunity  to 
help  us  out. 

If  you  can  do  that  as  soon  as  you  can,  by  that  I  mean  in  a  matter 
of  days,  if  you  could,  and  furnish  it  to  this  committee,  I  would 
thank  you  very  much  and  I  think  the  entire  committee  would  ap- 
preciate it. 

Ms.  Matula.  Yes, 

[Information  not  received  at  time  of  publication.] 

Mr.  Bilirakis.  The  principles  under  which  we  are  working  inso- 
far as  the  block  grant  concept  is  concerned,  as  I  am  sure  you  know 
by  now,  is  basically  to  cut  all  of  the  strings.  Now,  will  there  be 
some  strings  attached?  There  will  be  some  parameters. 

We  have  to  make  sure  the  money  is  used  strictly  for  what  it  is 
intended  to  be  used  for  and  not  for  any  other  purposes.  We  cer- 
tainly have  to  make  sure  that  the  States  will  continue  to  contrib- 
ute, and  there  may  be  some  other  parameters  in  that  sense.  So  we 
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are  talking  virtually  complete  flexibility  and  maybe  the  word,  "vir- 
tually," is  not  even  necessary  there,  but  complete  flexibility. 

As  I  see  you  good  people  here,  and  Mr.  Rodriguez  is  no  longer 
with  us,  you  know,  I  think  you  have  the  heart.  I  know  you  have 
the  caring.  You  care  as  much  as  we  do.  Mr.  Waxman  has  consist- 
ently been  a  very  caring  individual  who  feels  that  the  Federal  Gov- 
ernment has  to  be  involved  in  these  matters.  And,  fi:-ankly,  he  is 
very  consistent  about  it  all,  and  that  is  his  philosophy,  and  I  don't 
think  anybody  can  fault  him  for  it  because  he  cares  about  people. 

But  I  nonestly  feel  that  you  also  care  about  people.  So  I  guess 
the  question  is,  taking  into  consideration  that  the  strings  will  be 
attached,  taking  into  consideration  that  we  are  very,  very  hopeful — 
obviously  these  things  have  to  be  worked  out  and  voted  upon,  et 
cetera,  but  we  are  talking  about  taking  into  consideration  the 
growth  of  States,  the  demographics,  the  aged,  things  of  that  na- 
ture, obviously,  the  past  efficiencies  and  all  that,  so  that  we  are  not 
talking  about  using  a  current  baseline,  if  you  will,  and  then  a 
straight  across-the-board  increase  for  every  State  similarly,  which 
is  basically  the  idea  that  has  been  reflected  by  these  charts  up 
here. 

But  with  all  that  taken  into  consideration,  don't  you  feel  that  you 
can  do  the  job  at  least  as  well  and  hopefully  even  better  and  maybe 
in  some  cases  even  serve  more  people?  In  other  words,  a  wider  pop- 
ulation as  a  result  of  more  efficiencies  and  less  government  regula- 
tions, et  cetera,  et  cetera,  less  mandates — no  mandates,  if  you  will? 

What  are  your  answers  to  that?  Mr.  Deily,  I  guess  you  can  kick 
it  off.  Very  quickly  if  we  can.  I  want  to  hear  from  all  of  you. 

Mr.  Deily.  Have  absolutely  no  desire  to  cut  eligibles  out  of  the 
program.  We  have,  during  the  years,  have  had  expansions  and  Fed- 
eral mandates.  We  came  close  4  years  in  a  row  and  to  the  point 
where  we  actually  did  cut  some  people  off  a  month.  We  went 
through  the,  I  believe,  famous  Utah  gap  for  a  year  trying  to  find 
funding  and  have  absolutely  no  desire  to  ever  do  that  type  of  thing 
again. 

With  limited  funding,  my  feeling  is  under  the  current  structure 
of  the  program,  that  is  what  we  are  down  to,  is  either  eliminating 
eligibles  or  cutting  back  on  essential  services. 

With  the  flexibility  of  a  block  grant,  even  with  less  funds  not 
only  can  we  maintain  the  program,  but  I  feel  we  can  actually  start 
expanding,  including  more  eligibles,  people  that  currently  may 
have  less  income  and  as  great  a  medical  need  as  people  that  are 
currently  in  the  program,  but  cannot  access  it  because  they  just  do 
not  meet  one  of  the  Medicaid  categories. 

Mr.  BiLiRAKis.  Thank  you,  Mr.  Deily. 

Mr.  Herman. 

Mr.  Herman.  I  support  Mike  with  regard  to  where  you  start.  We 
do  not  start  with  eligibles.  I  do  not  start  with  cutting  eligibles  from 
the  program.  When  we  have  to  look  at  tightening  our  belt  in  the 
program,  we  look  at  buying  and  delivering  benefits.  My  short  an- 
swer to  your  question,  sir,  is,  yes,  we  think  we  can  manage  the  pro- 
gram and  we  are  willing. 

Mr.  BiLlRAKlS.  Okay.  And  we  are,  Mr.  Waxman  wanted  me  to  be 
clear  in  this  regard.  This  all  presupposes  a  block  grant  concept  that 
would  not  be  similar  to  what  is  on  the  charts.  We  are  talking  in 
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terms  of  the  allocation  of  the  dollars  consistent  with  demographics 
for  those  States  and  taking  into  consideration  efficiencies,  popu- 
lation, increases,  et  cetera.  That  is  clear,  I  believe,  is  it  not? 

Mr.  Piper. 

Mr.  Piper.  Thank  you,  Mr.  Chairman.  My  reaction  looking  at 
this  is  just  looking  at  our  own  budget  now,  since  our  legislature  is 
acting  on  it  as  we  speak.  And  first  of  all,  we  have  already  been  able 
to  contain  from  a  per  capita  basis  across  the  various  populations 
in  Medicaid  either  negative  increases  or  very  nominal  is,  to  2,  to 
3  percent  rise  and  our  budget  is  expected  to  grow  only  about  2.5 
percent  next  year. 

All  of  that  while  maintaining  relatively  broad  eligibility,  using 
managed  care  to  show  that  it  can  actually  improve,  particularly 
primary  and  preventive  care  delivery,  and  controlling  costs  in 
terms  of  the  utilization  of  services  overall.  So  we  have  been  able 
to  do  that  already.  We  have  been  able  to  keep  it  below  the  capped 
percentages  that  have  been  kicked  around  even  in  the  out-year  lev- 
els. 

So  we  can  do  it.  We  are  doing  it  now. 

Mr.  BILIRAKIS.  Mr.  Tompkins. 

Mr,  Tompkins.  What  we  have  is  a  program  called  Ohio  Care.  The 
basic  point  of  that  whole  proposal  was  to  take  existing  dollars  and 
use  them  in  a  way  that  provided  to  the  welfare  recipients  and  oth- 
ers within  the  program  that  long-term  care,  enough  funds  to  be 
able  to  increase  our  role  by  375,000  people.  We  are  waiting  to  see 
what  the  rate  of  increase  is,  but  if  we  can  have  more  increased 
flexibility,  I  think  we  can  meet  that  goal  and  the  Governor  is 
strong  on  this  point. 

The  Governor  is  also  strong  as  well  as  the  State  legislature  about 
making  health  care  available  and  breaking  that  link  between  wel- 
fare and  health  care.  The  State  of  Ohio  is  going  after  this  and  I 
think  it  will  achieve  it  in  the  next  year  or  so. 

So,  yes,  we  can  do  it.  Yes,  we  have  been  doing  it.  We  want  to 
continue  to  do  that,  and  I  think  the  flexibility  will  get  us  a  long 
way  there. 

Mr.  BILIRAKIS.  Thank  you,  sir. 

Miss  Matula,  anything  further? 

Ms.  Matula.  Well,  this  is  going  to  be  a  note,  I  hope,  not  of  pes- 
simism, but  of  realism,  and  that  is  that  if  it  were  my  checkbook 
on  the  line,  and  if  I  were  told  by  the  Federal  Government,  we  are 
going  to  give  you  every  dollar  adjusted  this  year  for  what  we  think 
will  happen  to  you  for  being  good  last  year,  and  now  you  meet  all 
those  needs,  I  think  that  it  would  mean  a  restriction  on  eligibility. 

I  am  really  concerned  that  we  have  not  dealt  with  the  enrollment 
issue.  I  looked  last  week  at  325  cases  that  cost  the  State  of  North 
Carolina  and  the  Federal  Government  over  $100,000  each.  Not 
many  of  those  could  be  handled  differently.  Some  of  them  were  pre- 
ventable, if  every  child  were  born  full  term  and  healthy,  and  we 
work  hard  on  that.  But,  nonetheless,  325  cases  cost  the  State  and 
the  Federal  Government  $50  million.  Three  hundred  more  the  next 
year,  out  of  the  most  unforeseeable  causes  that  were  not  prevent- 
able, would  be,  again,  a  $50  million  hit. 
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So  if  that  were  my  checkbook,  what  would  I  do?  At  what  point 
do  you  say  first  come,  first  serve;  dump  this  ofi"  on  the  counties; 
have  a  httle  rainy  day  fund?  I  don't  know. 

Mr.  BiLiRAKlS.  How  much  of  that  do  you  do  now  under  the  cur- 
rent program? 

Ms.  Matula.  With  the  current  program,  you  have  to  go  to  the 
legislature  and  say  to  them  either  we  will  cut  eligibility  or  service 
or  you  have  to  come  up  with  more  money. 

Mr.  BiLiRAKls.  So  that  is  the  case  today.  And  you  are  saying 
much  of  that  would  continue  under  a  new  concept. 

Ms.  Matula.  As  good  as  I  am,  and  I  am  sure  we  are  all  pretty 
good,  we  are  not  that  good.  We  are  not  good  enough  to  guess  it 
right  every  time.  How  many  will  have  spina  bifida,  how  many  burn 
patients,  how  many  people  will  have  exhausted  their  insurance 
benefits,  how  many  closed  head  injuries. 

Mr.  BILIRAKIS.  And,  Miss  Matula,  if  you  are  not  good  enough,  I 
assure  you  we  are  certainly  not  good  enough. 

Ms.  Matula,  A  1-percent  error  is  a  very  expensive  error.  So  I 
cannot  say  we  could  live  with  that. 

Mr.  BiLlRAKlS.  Thank  you  for  your  honesty. 

Mr.  Waxman.  Mr.  Chairman,  may  I? 

Mr.  BILIRAKIS.  Well 

Mr.  DiNGELL.  I  will  defer  to  Mr.  Waxman. 

Mr.  BILIRAKIS.  All  right,  quickly. 

Mr.  Waxman.  One  clarification.  You  can  have  flexibility.  That  is 
one  issue.  The  amount  of  money  you  will  get  in  Federal  funds  is 
a  different  issue. 

You  are  all  talking  about  wanting  flexibility.  Is  it  clear  ail  of  you 
are  assuming  you  will  have  Federal  funds  that  will  also  allow  you 
to  make  that  flexibility  work,  to  not  cut  people  out  of  the  program? 
I  assume  that  is  an  accurate  statement,  unless  somebody  disagrees. 

Ms.  Matula.  Without  being  a  pest  here,  I  will  tell  you  about 
something  that  frightened  me  under  a  limited  formula,  and  that 
was,  in  North  Carolina,  HMO's  are  only  6  percent  of  the  population 
penetration,  but  they  are  all  standing  in  line  because  they  are  sure 
Medicaid  will  switch  over  and  they  are  eager  to  get  into  the  ball 
game. 

Right  nov/,  we  pay  our  bills  on  an  accrued  basis.  When  the  bill 
comes  in,  we  pay  it.  The  accountants  at  the  end  of  the  year  look 
at  our  statement  for  the  State  auditor  and  they  say,  great,  but  you 
have  2  or  3  months  in  the  pipeline.  So  if  Medicaid  stopped  today, 
we  are  still  obligated  to  pay  these  bills. 

To  switch  to  a  cost-effective  system  would  mean  in  1  year  I 
would  have  to  pay  14  months  of  claims.  Where  would  I  get  this 
extra  money?  So  even  though  I  would  have  a  block  grant  limited 
on  last  year's  expenditures,  the  State  is  now  out  2  months.  We 
have  to  pay  up  front. 

I  was  told  by  someone  in  one  of  these  States  that  an  effort  to  put 
the  disabled  into  an  HMO,  that  the  HMO  wanted  6  months  up- 
front premiums.  Well,  that  kicks  you  into  the  next  year,  but  it  has 
to  come  out  of  this  year.  So  I  can  see  so  many  problems,  that  are 
minor  in  the  great  scheme  of  things,  that  would  leave  us  at  risk. 
So  flexibility  to  do  something  good  could  end  up  costing  in  1  year 
a  little  more  than  you  had  budgeted. 
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Mr.  BILIRAKIS.  Mr.  Dingell. 

Mr.  Dingell.  Mr.  Chairman,  thank  you. 

Mr.  Tompkins,  the  Kaiser  Commission  on  the  Future  of  Medicaid 
has  estimated  under  the  House  RepubUcan  budget  Ohio  will  lose 
$7.2  billion  in  Federal  Medicaid  matching  payments  over  the  next 
7  years.  That  is  an  18  percent  cut.  I  am  told  that  Iowa  will  receive 
in  the  same  document  that  Iowa  will  receive  a  cut  of  $1.3  billion, 
Wisconsin  $2.9  billion,  North  Carolina  $6.8  billion  and  Utah  $1.0 
billion. 

Ladies  and  gentlemen,  do  you  agree  with  those  numbers? 

Mr.  Tompkins.  It  is  hard  to  agree  with  the  numbers.  We  have 
those  numbers,  we  have  numbers  up  here,  we  have  numbers  every- 
where you  turn,  you  have  numbers.  I  don't  know  which  is  the  cor- 
rect number.  The  thing  we  are  getting  at,  for  us,  we  have  to  deal 
with  the  reality  of  whatever  is  going  to  come  from  this  body. 

Mr.  Dingell.  My  time  is  very  limited.  If  you  don't  agree  just,  yes 
or  no,  starting  with  Mr.  Tompkins,  do  you  agree  with  the  numbers? 

Mr.  Tompkins.  No. 

Mr.  Dingell.  Do  you.  Miss  Matula? 

Ms.  Matula.  I  can't  project  next  year's  budget.  I  don't  know  how 
anyone  can  project  7  years  ahead. 

Mr.  Dingell.  Mr.  Piper. 

Mr.  Piper.  No,  they  are  wrong. 

Mr.  Dingell.  Mr.  Herman. 

Mr.  Herman.  I  do  not  have  enough  knowledge  about  those  num- 
bers to  know  whether  or  not  I  would  agree  with  them. 

Mr.  Deily.  I  have  not  seen  the  numbers.  I  do  not 

Mr.  Dingell.  Do  any  of  you  know  what  the  numbers  are?  If  you 
don't  know  what  the  numbers  are,  doesn't  that  put  you  in  an  awk- 
ward place  to  say  whether  you  agree  or  not  agree  with  the  proposal 
we  are  discussing  if  you  don't  know  the  numbers? 

Would  anyone  like  to  tell  me  how  you  agree  with  a  proposal  on 
which  you  don't  know  what  the  numbers  are? 

Mr.  Deily.  My  disagreement  on  the  numbers  has  been  looking  at 
the  projections  that  I  understand  have  been  used  to  project  out  the 
next  7  years.  There  seems  to  be  an  assumption  of  double-digit  in- 
creases. We  are  not  seeing  that  in  Utah.  We  have  been  going  down. 

Mr.  Dingell.  I  appreciate  that,  Mr.  Deily.  My  time  is  limited.  If 
you  don't  know  what  the  numbers  are,  how  can  you  tell  me  you 
agree  or  don't  agree  with  the  plan? 

Mr.  Tompkins.  Whatever  the  number  is,  if  we  don't  have  flexibil- 
ity, we  cannot  meet  it. 

Mr.  Dingell.  And  if  you  don't  have  enough  money,  flexibilities 
won't  do  you  much  good. 

Mr.  Tompkins.  It  will  get  us  part  of  the  way.  If  we  don't  have 
that,  we  cannot  do  anything. 

Mr.  Dingell.  That  is  like  saying  you  have  to  get  part  way  out 
of  a  forest  fire.  It  isn't  going  to  do  you  much  good  or  part  way  out 
of  a  hurricane.  You  will  still  have  some  big  problems  just  because 
you  have  not  gotten  all  the  way. 

Now,  last  week  our  Governor,  Mr.  Engler,  held  up  a  piece  of 
paper  which  he  says  was  a  unanimously  approved  policy  rec- 
ommendation on  Medicaid  reform.  The  National  Association  of 
State  Medicaid  Directors,  he  said  that  the  Medicaid  directors  ap- 
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proved  a  policy  that  stated  this  year  for  fiscal  year  1995  should  be 
the  base  year  for  establishing  the  Federal  obligation  for  block 
grants. 

Base  year  figures  should  be  based  on  State  total  expenditures  for 
fiscal  year  1995,  including  Federal  expenditures  associated  with  all 
waivers  and  significant  State  plan  amendments  and  so  forth. 

Is  it  accurate  to  say  that  the  Medicaid  directors  have  unani- 
mously approved  a  policy  such  as  this?  Have  you  agreed  to  it,  gen- 
tlemen? 

Mr.  Herman.  No,  sir. 

Mr.  DiNGELL.  No?  Wonder  where  your  Governor  got  that  idea. 

Now,  Miss  Matula,  North  Carolina  continues  to  have  a  steady 
population  growth,  which  is  significantly  higher  than  most  States. 
Is  it  fair  to  cap  Medicaid  spending  so  that  those  States  with  the 
fastest  growing  populations  lose  the  most? 

Ms.  Matula.  Well,  we  would  certainly  think  not. 

Mr.  DiNGELL.  How  about  you,  Mr.  Deily.  Your  state  is  growing 
very  fast.  What  do  you  think  about  the  idea? 

Mr.  Deily.  I  think  that  is  a  little  too  simplified.  I  think  there  are 
a  number  of  issues  in  terms  of  our  State 

Mr.  DiNGELL.  We  are  dealing  with  a  gigantic  problem  here  and 
what  I  want  to  find  out  is  what  do  you  feel  about  this  particular 
part  of  it. 

Mr.  Deily.  In  terms  of  the 

Mr,  DiNGELL.  Do  you  think  capping  a  fast  growing  State  is  fair? 
Because  if  a  fast  growing  State  finds  its  grants  capped  a  few  years 
down  the  line,  you  will  find  yourself  significantly  worse  off  than  the 
other  States  that  didn't  grow  as  fast;  isn't  that  right? 

Mr.  Deily.  Utah  is  willing  to  live  with  that. 

Mr.  DiNGELL.  Beg  pardon? 

Mr.  Deily.  We  are  willing  to  live  with  that  cap. 

Mr.  DiNGELL.  You  are  willing  to  live  with  the  cap.  Obviously,  you 
think  that  is  a  good  idea,  then. 

Mr.  Deily.  Yes. 

Mr.  DiNGELL.  I  wonder  if  your  associates  at  the  table  come  to 
that  same  conclusion.  How  about  you,  Mr.  Herman,  do  you  think 
that  is  a  good  idea? 

Mr.  Herman.  I  think  that  the  States  can  live  with  a  cap.  Again, 
as  we  have  said  many  times  here  today 

Mr.  DiNGELL.  But  if  you  don't  know  what  the  cap  is,  how  will  you 
say  it  is  a  good  idea? 

Mr.  Herman.  Whatever  the  cap  is,  it  depends  on  the  amount  of 
flexibilities  that  goes  along  with  it. 

Mr.  DiNGELL.  So  your  assumption  is  if  you  know  what  the  cap 
is  you  might  be  able  to  live  with  it  or  you  might  not.  Mr.  Deily, 
you  can  live  with  any  cap. 

Mr.  Deily.  Not  with  any  cap. 

Mr.  DiNGELL.  So  this  leaves  you  kind  of  in  the  position  of  saying 
that  you  can  live  with  a  cap,  but  you  don't  know  what  the  cap  is. 
Can  you  explain  that  kind  of  reasoning  to  me?  I  am  just  a  poor  Pol- 
ish lawyer  from  Detroit  and  I  have  some  difficulty  understanding 
this. 
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Mr.  Deily.  That  is  the  statement  I  usually  use  coming  from 
Utah.  When  I  answered  the  question,  it  was  assuming  a  cap  that 
I  have  seen  published  in  terms  of 

Mr.  DiNGELL.  The  cap  is  good  in  principle,  but  you  should  know 
what  the  cap  is  before  you  vote  for  it. 

Mr.  Deily.  If  it  was  a  negative  cap,  I  would  have  trouble  with 
that. 

Mr.  DiNGELL.  Mr.  Chairman,  I  note  my  time  is  up.  Before  I  do, 
could  I  just  get  a  response  to  this  from  Mr.  Piper? 

Mr.  BILIRAKIS,  Yes,  sir,  you  can,  as  long  as  it  is  done  quickly. 

Mr.  Piper.  Congressman,  I  agree  with  my  colleagues.  My  com- 
parison in  terms  of  what  we  are  able  to  live  with  and  the  reason 
why  we  are  out  saying  that  we  are  able  to  live  with  what  is  being 
discussed,  are  frankly  the  savings  dollar  figures  over  the  7-year  pe- 
riod under  the  Senate  and  House  budget  resolutions  and  the  type 
of  caps  in  this  aggregate  that  would  be  necessary  to  achieve  those. 

Those  types  of  percentage  caps  declining  down  to  a  period  of 
around  4  percent  would  be  something  that  not  only  can  we  live 
with,  but,  frankly,  we  are  already  managing  at  that  level,  and  with 
the  added  flexibility,  we  would  be  able  to  do  a  lot  more. 

Mr.  DiNGELL.  Is  this  a  firm,  solid  statement,  or  is  this  a  hope? 

Mr.  Piper.  It  is  firm  for  us. 

Mr.  DiNGELL.  Firm  for  you. 

Mr.  Tompkins. 

Mr.  Tompkins.  If  what  we  have  seen  from  the  House  Budget 
Committee  and  the  Senate  is  the  cap  that  will  be  at  8  percent 
down  to  5,  4,  whatever,  we  have  looked  at  it  and,  as  far  as  I  can 
go  from  that  point  on,  the  State  has  been  made — I  don't  know  what 
will  happen  in  5,  6,  7,  8  years,  but  I  do  know,  in  the  near  term, 
we  can  meet  those  terms. 

Mr.  DiNGELL.  Now,  the  cap  in  2002  is  2  percent? 

Mr.  Tompkins.  Yes.  Talking  about 

Mr.  DiNGELL.  Let  us  hear  it.  You  apparently  like  a  2  percent  cap. 
I  gather  Mr.  Rodriguez,  Mr.  Herman  and  Mr.  Deily  liked  the  2  per- 
cent cap. 

Mr.  BiLlRAKlS.  Mr.  Chairman,  let  us  not  take  advantage  here. 
Can  we  move  to  Mrs.  Matula? 

Mr.  DiNGELL.  I  have  used  more  time.  I  wanted  to  find  out  how 
much  they  wanted  to  skid  before  they  were  going  to  holler. 

Mr.  BILIRAKIS.  You  have  made  your  point. 

Let's  see,  Mr.  Whitfield. 

Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 

One  question  that  I  would  like  to  ask  Mrs.  Richardson,  relates 
to  her  earlier  testimony  when  she  seemed  to  be  saying  one  of  her 
primary  objections  to  block  granting  the  funds  to  the  States  is  that 
some  States  really  would  not  administer  the  program  very  well. 
She  didn't  say  all  States  would  not. 

Is  there  anyone  on  the  panel  who  feels  like  HCFA  is  essential  to 
them  administering  the  program  in  an  effective  and  efficient  way? 

So  there  is  not  anyone  here  that  feels  like  HCFA  is  essential  and 
helps  you  implement  in  an  effective  and  efficient  way. 

Mr.  Waxman.  How  about  Federal  dollars? 
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Mr.  Whitfield.  I  would  yield  to  the  gentleman  from  California. 
What  was  your  question? 

Mr.  Waxman.  You  don't  think  HCFA  is  essential,  but  I  think  you 
all  feel  Federal  dollars  are  essential?  Maybe  we  will  really  give  you 
a  lot  of  flexibility. 

Mr.  Whitfield.  I  will  reclaim  my  time,  Mr.  Chairman. 

Mr.  BiLiRAKlS.  Please  do. 

Mr.  Whitfield.  We  realize  Federal  dollars  are  important,  but  we 
also  realize  Federal  mandates  have  cost  the  States  a  lot  of  money. 
There  has  been  little  consideration  of  what  that  impact  is. 

Now,  on  this  issue,  I  think  you  had  mentioned  in  your  statement 
the  dual  coverage  issue  for  Medicare-Medicaid  patients.  How  sig- 
nificant of  a  problem  is  that  issue? 

Ms.  Matula.  For  us  it  is  two-thirds  of  our  budget  is  devoted  to 
elderly  and  disabled,  which  is  probably  typical  of  most  States,  some 
higher.  Most  of  those  people  are  eligible  for  both  programs.  And  I 
would  add  the  disabled  should  be. 

Some  disabled  will  qualify  for  Medicare,  but  there  is  a  2-year 
waiting  period.  And  I  would  add  that  the  law  that  implements  that 
also  thinks  that  perhaps  these  people  will  die  in  the  first  year  of 
the  waiting  period,  because  that  is  a  condition  of  the  disability. 

Mr.  Whitfield.  When  you  say  they  are  eligible  for  both  pro- 
grams, does  that  mean  that  both  programs  compensate? 

Ms.  Matula.  Yes.  The  Medicare  program,  which  has  two  parts, 
which  I  am  not  sure  if  part  A  and  B  speak  to  each  other,  and  they 
may  have  two  jurisdictional  committees  in  Congress  so  I  am  not 
sure  if  any  committee  deals  with  it  jointly  today.  They  deal  with 
one  with  hospital  care  and  the  other  with  physician  and  other  serv- 
ices. So  it  is  an  acute  care  program.  Not  a  preventive  care,  not  a 
long-term  care,  but  an  acute  care,  hospital  specifically — I  think 
hospital  heavy  program.  That  is  Medicare. 

Medicaid  is  the  premium  payer,  the  wraparound  for  prescription 
drugs,  for  personal  care,  for  other  services  Medicare  does  not  cover, 
and  it  is  the  long-term  care  program. 

Now,  I  can  have  all  the  flexibility  in  the  world  with  pregnant 
women  and  caretaker  parents  of  children  on  welfare  and  low  in- 
come, but  my  total  cost  on  average  there  is  $1,300  a  year,  that  de- 
livers good  maternity  care,  good  care  coordination,  exhaustive  bene- 
fits for  children.  The  cost  to  just  pay  the  monthly  premiums, 
deductibles  and  coinsurance  for  Medicare  beneficiaries  to  the  Medi- 
care program  is  almost  the  same  amount,  $1,300  a  year. 

Now,  am  I  in  the  business  to  deliver  good  health  care  to  children 
and  pregnant  women,  or  am  I  in  the  business  to  take  some  Federal 
dollars,  add  State  dollars  to  them  and  give  them  back  to  the  Medi- 
care program?  No  flexibilities  in  the  world  except  getting  rid  of 
that  is  going  to  make  my  life  easier  in  that  scale. 

Mr.  Whitfield.  Would  the  rest  of  you  agree  with  that? 

Mr.  Herman.  Yes,  we  certainly  would.  I  think  it  gets  even  worse 
than  what  Barbara  has  described.  I  have  not  heard  her  speak  ex- 
tensively yet  to  the  issue  of  the  qualified  Medicare  beneficiaries 
and  the  supplemental  low-income  Medicare  beneficiaries,  which  is 
another  group  of  individuals  who  are  not  duly  eligible.  They  are  eli- 
gible for  Medicare  only,  but  yet  the  States  are  required  to  deter- 
mine their  eligibility  for  payment  of  their  premiums.  And  we  do 
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that  out  of  our  local  welfare  offices  and  then  this  Medicaid  Program 
pays  the  premiums  for  those  individuals. 

Mr.  BiLlRAKiS.  I  thank  the  gentleman, 

Mrs.  Lincoln. 

Mrs.  Lincoln.  Thank  you,  Mr.  Chairman  and  I  want  to  apologize 
for  being  late  today.  Between  the  floor  votes  and  another  sub- 
committee hearing,  I  am  tardy  and  I  apologize  to  the  witnesses  as 
well.  I  hope  I  am  not  redundant  in  some  of  my  questions. 

I  am  very  interested  in  the  managed  care  issue  because  I  have 
experienced,  a  good  bit  of  some  of  what  is  happening  with  or  with- 
out health  care  reform  in  this  Nation.  My  district  borders  Ten- 
nessee, specifically  the  Memphis  area,  and  TennCare,  as  you  all 
know,  is  quite  into  practice  and  its  effects  are  very  evident  in  my 
district. 

I  don't  think  you  will  get  any  disagreement  from  us  here,  or  at 
least  from  the  majority  of  us,  that  we  have  to  see  some  cuts  in  the 
growth  of  Medicare.  It  is  something  we  have  to  reform  in  a  pro- 
grammatic way. 

I  don't  disagree  that  you  need  better  flexibility  in  terms  of  HCFA 
and  other  areas  so  that  you  can  implement  a  stronger  plan.  But 
what  I  am  hearing  from  you  all  is  that  you,  or  the  majority  of  you, 
would  choose  a  block  grant  system  with  more  flexibility  to  imple- 
ment your  own  plan.  Have  any  of  you  testified  today  with  your  new 
plan  of  how  you  would  go  about  doing  that? 

And  in  looking,  I  guess  in  what  I  am  experiencing,  the  closure 
at  the  med  center  in  Memphis  of  their  burn  trauma  center,  their 
cardiology  services,  their  AIDS  Center,  the  possibility  of  closing 
their  OB-GYN,  the  severe  reduction  in  the  residency  programs  that 
they  have  in  their  medical  teaching  schools,  what  that  has  meant 
to  me  specifically  as  a  rural  district  representative  that  has  no 
other  option  other  than  transporting  my  constituents  220  or  260 
miles  to  Little  Rock,  for  services. 

This  is  all  about  solutions  so  I  am  interested  to  know  what  your 
solutions  are  if  what  you  want  is  the  whole  kit  and  kaboodle. 

Mr.  Deily.  I  will  start  and  try  to  be  brief.  We,  in  fact,  have  a 
plan  pretty  much  developed  in  the  waiver  we  are  about  to  split. 
Unfortunately,  it  does  not  go  as  far  as  we  would  like  to  in  many 
areas  because  of  some  of  the  Federal  requirements.  But  we  are  in 
Utah  working  at  a  fairly  comprehensive  health  care  reform  over 
about  a  8-year  period  that  includes  insurance  reform  and  Medicaid 
expansions  are  part  of  that. 

We  are  receiving  no  new  State  money  to  expand  Medicaid,  We 
are  doing  it  through  program  efficiencies  and  changes.  And  in 
doing  that  we  plan  on  increasing  our  eligible  population  by  56,000 

Eeople,  bringing  in  the  traditionally  noneligible  groups  and  serving 
igher  income  working  poor. 

Mrs.  Lincoln.  Does  that  incorporate  the  cuts  or  the  reductions 
of  increases  that  you  would  see  at  a  cap  of  2  percent? 

Mr.  Deily.  It  does  not. 

Mrs.  Lincoln.  So  you  are  talking  about  including  more  people 
with  less  revenues  or  seeing  less  from  your  State  coffers. 

Mr.  Deily.  Right.  But  there  will  be  more  revenues  with  the  high- 
er income  people.  We  are  talking  about  a  significant  cost  share  that 
will  help  fund  that  program. 
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Mrs,  Lincoln.  You  are  talking  about  a  total  managed  care  sys- 
tem not  just  for  the  Medicaid  population,  but  also  for  indigent  care 
or  for  the  uninsured? 

Mr,  Deily.  Yes,  what  we  plan  on  doing  is  bringing  that  group 
into  the  Medicaid  Program. 

Mrs.  Lincoln.  How  do  you  propose  to  do  that  without  the  reduc- 
tion of  services  that  we  are  seeing  in  a  managed  care  or  a  PPO  sys- 
tem like  TennCare? 

Mr.  Deily.  Again,  by  program  efficiencies  we  will  be  saving — 
from  managed  care  we  are  moving  to  100  percent  in  our  urban 
areas  of  managed  care,  because  we  will  be  serving  the  indigent 
population.  We  will  be  able  to  reduce  our  payments  in  a  dispropor- 
tionately share  of  hospitals. 

Mrs.  Lincoln.  That  will  happen  anyway,  will  it  not? 

Mr.  Deily.  Well,  depends.  Under  our  current  program — we  don't 
have  a  lot  of  money  in  DSH,  so  under  the  Federal  program 

Mrs.  Lincoln.  It  is  getting  ready  to  be  less. 

Mr.  Deily.  I  don't  know  if  we  could  get  much  less,  actually. 

Mrs.  Lincoln.  Well,  miracles  happen  sometimes. 

Mr,  Deily.  We  will  be  rolling  our  States'  dollars  that  will  be  used 
for  indigent  care  for  that.  And,  again,  we  will  look  at  some  utiliza- 
tion control  through  additional  cost  share. 

Mrs.  Lincoln.  But  you  are  talking  about  shifting.  I  am  talking 
about  how  are  you  going  to  service  these  people  with  a  whole  lot 
less  money  and  you  are  talking  about  servicing  more  people. 

Mr.  Deily.  Where  am  I  shifting? 

Mrs.  Lincoln.  You  are  seeing  really,  is  managed  care.  I  see  a  lot 
of  that  already,  and  I  don't  see  where  you  are  talking  about  the 
dollars  coming  from  or  what  the  change  in  your  services  are  going 
to  be  to  provide  that  savings  that  you  are  going  to  offer  these  addi- 
tional services  with. 

Mr.  Deily.  We  are  shifting  some  State  moneys,  some  personal 
money.  We  are  changing  some  of  the  delivery  system. 

Mrs.  Lincoln.  How  are  you  changing  the  delivery  system? 

Mr.  Deily.  With  the  managed  care,  you  will  see  some  of  it,  but 
we  are  expanding  our  mental  health  capitated  plan,  which  will 
save  us  money  and  also  be  able  to  provide  more  services  in  the 
mental  health  area. 

Again,  the  shift  to  managed  care  is  not  the  cure  all,  but  it  does 
give  us  additional  money  to  serve  additional  people  because  it  is 
cheaper. 

Mrs.  Lincoln.  Would  the  chairman  indulge  me  for  one  quick  spe- 
cific question?  Thank  you.  The  specifics  I  have  concerns  on,  because 
I  have  bills  in  regard  to  that,  are  the  special  pediatric  needs  of  chil- 
dren. 

We  see  that  problem  in  Arkansas  because  we  only  have  one  Chil- 
dren's Hospital.  Hospitals  don't  always  qualify  under  some  of  the 
qualifications  needs  they  need  to  in  order  to  get  the  payments  that 
they  need.  I  am  just  curious  to  know  how  you  would  be  dealing 
with  some  of  those  problems  in  getting  pediatric  specialties  to  chil- 
dren in  rural  areas. 

The  other  would  be  teaching  universities.  I  have  real  concern 
about  losing  the  tremendous  medical  fields  and  expertise  we  have 
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built  in  this  Nation  as  we  diminish  the  capabilities  of  these  teach- 
ing institutions. 

Mr.  Deily.  The  teaching  institution  is  a  very  difficult  problem  in 
part  because  they  tend  to  be  more  expensive  by  the  nature  of  the 
beast  and  do  have  some  trouble  contracting  with  the  managed  care. 
We  do  have  one  regional  center  that  is  a  teaching  institution  in 
Utah,  University  of  Utah  and  they  are  in  the  process  of  working 
on  contracts  with  managed  care.  They  are  in  the  process  of  really 
changing  some  of  their  business  practices  to  become  more  efficient. 
I  suspect  they  will  survive,  and,  in  fact,  I  would  almost  guarantee 
it. 

Our  Children's  Hospital  is  connected  with  one  of  our  major  man- 
aged care  programs  that  does  contract  with  us  and  they  are  con- 
tracting with  the  other,  and,  again,  it  is  a  regional  center,  quite 
well-known  and  it  is  doing  quite  well. 

In  terms  of  the  rural  areas,  we  are  not  at  this  point  going  to — 
we  do  primary  care  management  in  the  rural  areas  but  not  HMO's 
at  this  point  because  our  rural  areas  are  for  the  most  part  frontier 
areas,  if  you  get  right  down  to  it,  but  we  are  sensitive  to  the  pedi- 
atric needs. 

We  are  working  with  our  division  of  children's  health  services. 
They  are  involved  in  the  development  of  the  waiver.  We  have 
worked  with  the  central  community  providers.  They  will  be  one, 
with  their  clinics.  They  also  have  a  heavy  role  in  our  quality  assur- 
ance plan. 

Mr.  BILIRAKIS.  The  gentlelady's  time  has  expired.  Well,  Miss 
Matula,  and  gentlemen,  thank  you  so  much  for  your  patience,  for 
your  cooperation,  and  for  being  here  particularly  today.  You  have 
certainly  contributed  an  awful  lot  to  this  program  and  to  this  com- 
mittee. Thank  you  so  much. 

The  next  and  last  panel  will  consist  of  Dr.  Gail  Wilensky.  Dr. 
Wilensky  is  a  senior  fellow  with  Project  Hope;  Miss  Sara  Rosen- 
baum,  Co-Director  of  the  Center  for  Health  Policy  Research  here  in 
Washington,  D.C.;  and  Mr.  William  Scanlon,  Associate  Director  of 
Health  Care  Financing  and  Policy  with  the  General  Accounting  Of- 
fice. 

I  want  to  again  apologize,  particularly  to  Dr.  Wilensky  and  Mr. 
Scanlon,  because  you  sat  through  most  of  that  hearing  yesterday 
and,  as  a  result  of  circumstance,  we  have  asked  you  to  come  back 
today,  and  I  appreciate  your  consideration  and  cooperation. 

Dr.  Wilensky,  why  don't  we  start  with  you.  Obviously,  your  writ- 
ten statements  are  a  part  of  the  record.  If  you  can  hold  your  state- 
ments to  as  close  to  5  minutes  as  possible  we  would  appreciate  it. 
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STATEMENTS  OF  GAIL  R.  WILENSKY,  JOHN  M.  OLIN  SENIOR 
FELLOW,  PROJECT  HOPE  AND  FORMER  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION;  ELIZABETH 
WEHR,  RESEARCH  ASSOCIATE,  CENTER  FOR  HEALTH  POL- 
ICY RESEARCH,  GEORGE  WASHINGTON  UNIVERSITY;  AND 
WILLIAM  J.  SCANLON,  ASSOCIATE  DIRECTOR  OF  HEALTH 
CARE  FINANCING  AND  POLICY,  GENERAL  ACCOUNTING  OF- 
FICE 

Ms,  WiLENSKY,  Mr.  Chairman  and  members  of  the  subcommittee, 
thank  you  for  inviting  me  to  appear  before  the  subcommittee  to  tes- 
tify about  my  experiences  administering  the  Medicaid  Program. 

I  am  here  today  to  share  some  of  these  experiences  that  I  had 
as  administrator  of  the  Health  Care  Financing  Administration  dur- 
ing the  Bush  administration  and  not  here  in  my  present  roles.  I 
want  to  make  it  clear  I  am  not  here  to  bash  Medicaid. 

I  was  very  proud  to  have  been  the  administrator  of  the  Medicare 
and  Medicaid  Programs  from  1990  to  1992  and  I  did  everything  I 
could  to  make  these  programs  function  effectively.  It  was  a  great 
honor  and  privilege  to  have  had  that  opportunity. 

Medicaid  was  designed  to  be  a  flexible  Federal-State-fmanced, 
State-run  program  to  fund  health  care  for  categories  of  low-income 
people  receiving  welfare.  By  most  measurements,  Medicaid  has  met 
the  major  objective  of  serving  selected  categories  of  low-income  peo- 
ple, although  it  has  often  been  maligned  for  having  provided  care 
in  expensive  and  inappropriate  settings. 

While  we  should  applaud  the  successes  that  the  program  has 
achieved,  we  also  should  acknowledge  the  limitations  of  the  present 
structure  and  problems  that  States  face  when  they  go  to  serve  the 
poor.  Medicaid  provides  flexibility  in  several  ways.  States  have  op- 
tions with  regard  to  the  services  as  well  as  some  of  the  populations 
that  can  be  covered.  They  also  have  some  options  about  now  they 
administer  the  program  and  the  kinds  of  funding  that  can  be  used 
to  finance  the  State's  share.  They  also  have  flexibility  from  the 
1115  waiver  process,  which  allows  the  Secretary  to  waive  individ- 
ual components  of  law  and  regulation  as  long  as  the  resulting 
changes  keep  within  the  spirit  of  title  XIX. 

Yet,  despite  the  flexibility  built  into  law  and  the  1115  waiver 
process.  States  have  found  themselves  burdened  with  substantial 
time  and  money  costs  associated  with  the  State  plan  amendment 
filing  requirements,  the  1115  waiver  filing  requirements,  as  well  as 
concerns  about  costs  associated  with  the  legislation  that  was 
passed  subsequent  to  the  original  Medicaid  legislation,  and  in  par- 
ticular the  Nursing  Home  Reform  Act  of  1987. 

When  I  first  went  to  HCFA,  I  was  approached  by  representatives 
of  State  governments  pleading  for  relief  from  the  requirements  of 
the  1115  waiver  process.  I  convened,  as  a  result,  a  working  group 
to  help  find  ways  to  shorten  the  time  required  from  the  waiver 
process  and  to  attempt  to  ease  the  burden  imposed  on  the  States. 
Particularly,  when  it  was  unclear  the  requirements  produced  bene- 
fits that  were  commensurate  with  the  costs  that  were  imposed. 

My  understanding  is  that  States  felt  the  process  improved  during 
my  tenure,  although  the  problems  were  far  from  fixed.  I  am  also 
aware  that  the  current  administrator  has  attempted  to  continue 
this  effort. 
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The  President  has  spoken  about  the  need  to  provide  the  States 
with  greater  flexibility  and  to  impose  fewer  burdensome  regula- 
tions on  them.  And  I  have  heard  the  current  administrator  speak 
about  efforts  to  further  streamline  the  waiver  process. 

Despite  these  efforts,  States  continue  to  feel  the  reporting  and 
filing  requirements  are  costly  and  burdensome.  They  are  only  too 
eager  to  show  the  piles  of  papers  required  for  waivers  and  as  part 
of  the  State  plan  amendments. 

I  know  you  have  just  heard  from  many  of  the  State  Medicaid  di- 
rectors about  their  frustrations.  The  State  and  the  Secretary  are 
forced  to  use  HCFA's  research  and  demonstration  authority  to  con- 
tinue implementing  successful  changes  in  State  programs  since 
that  is  the  only  statutory  authority  available. 

Arizona  provides  a  good  example.  Their  access  to  programming 
was  introduced  in  1983  and  provides  the  States  with  authorities  to 
run  its  entire  Medicaid  program  under  a  waiver.  The  State  has 
used  a  combination  of  managed  care  programs  in  urban  areas  com- 
bined with  primary  case  management  in  rural  programs  and  has 
produced  a  highly  successful  program.  More  people  in  Arizona  seem 
to  have  access  to  physicians  and  other  primary  health  care  person- 
nel than  exists  in  most  other  State  programs. 

But  despite  this,  12  years  later  Arizona  must  continue  to  operate 
under  a  research  and  demonstration  waiver  with  the  sham  that 
this  suggests  a  process.  The  major  choices  facing  the  Congress  that 
will  correct  some  of  the  problems  facing  Medicaid  and 
unsustainable  growth  in  spending  and  burdensome  costly  require- 
ments on  reporting  are  the  use  of  a  cap  payment  per  person  or  the 
use  of  a  block  grant. 

The  most  significant  difference  has  to  do  with  the  entitlement  be- 
tween the  Federal  Government  and  individual  of  the  cap  payment 
per  person.  This  is  an  important  philosophical  issue  that  should  be 
debated  on  its  own  merits,  but  there  is  also  a  concern  that  any 
strategy  other  than  a  block  grant  strategy  exposes  the  Federal  Gov- 
ernment to  uncertainty  with  regard  to  future  spending  and  the  po- 
tential to  be  gamed  by  States  desperate  for  more  Federal  funding. 

Both  of  these  strategies,  but  especially  the  block  grant,  will  re- 
lieve the  States  from  much  of  the  regulatory  burden  associated 
with  the  current  system.  The  prescriptive  nature  of  existing  law 
and  regulation  would  be  replaced  with  a  limited  monitoring  func- 
tion by  the  Federal  Government. 

The  government's  role  would  now  be  to  monitor  and  audit  and 
HCFA  would  have  a  role  to  audit  the  States  to  assure  that  moneys 
were  spent  on  health  care  and  on  the  low-income  population.  How- 
ever, it  is  defined  in  statute  and  that  States  were  meeting  a  main- 
tenance efforts  requirement,  whatever  is  put  into  law. 

In  addition,  consideration  is  being  given  to  putting  a  limited 
number  of  performance  or  outcome  measures  into  law.  The  irony 
is  that  if  this  occurs,  Medicaid  would  require  information  from 
States  on  access  to  care,  use  or  health  care  outcomes  for  their  low 
income  populations,  which  it  does  not  now  do,  despite  the  moun- 
tains of  paperwork  which  the  government  requires  from  the  States. 

In  fact,  because  of  a  lack  of  a  uniform  reporting  requirement,  it 
is  very  difficult  to  assess  the  effect  of  Medicaid.  The  result  is  that 
with  block  grants.  States  would  be  relieved  of  burdensome  require- 
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ments,  but  would  be  expected  to  provide  some  type  of  minimum  in- 
formation on  outcomes  and  performance.  To  me,  a  trade  that  seems 
well  worth  making.  Whether  the  increased  flexibilities  will  be 
worth  the  lower  rates  of  growth  being  suggested  to  the  Governors 
is  an  important  determinative  of  whether  you  will  actually  adopt 
some  of  these  changes. 

Mr,  BiLlRAKlS.  Please  summarize,  Doctor. 

Ms.  WiLENSKY.  Okay. 

A  significant  philosophical  issue  underlies  the  choice  between  the 
current  administrative  structure  and  division  of  responsibility  be- 
tween the  Federal  Government  and  the  States  versus  that  implied 
by  block  grants.  The  issue  is  whether  States  can  be  relied  on  to 
take  care  of  their  most  vulnerable  population  if  they  are  given 
some  additional  financial  resources  with  the  government  doing  a 
prudent  monitoring  role  or  whether  only  the  Federal  Government 
can  be  presumed  to  take  care  of  this  vulnerable  population  and 
that  without  its  active  involvement,  the  populations  will  receive  in- 
adequate care.  Thank  you. 

[The  prepared  statement  of  Gail  R.  Wilensky  follows:] 

Prepared  Statement  of  Gail  R.  Wilensky,  Ph.D.,  John  M.  Olin  Senior  Fellow, 

Project  HOPE 

Mr.  Chairman  and  Members  of  the  Subcommittee.  Thank  you  for  inviting  me  to 
appear  before  the  subcommittee  to  testify  about  my  experiences  administering  the 
Medicaid  program  and  the  posts  and  burdens  imposed  on  states  by  the  program's 
current  structure.  I  am  currently  the  John  M.  OHn  Senior  Fellow  at  Project  HOPE, 
an  international  health  education  foundation,  and  the  chair  of  the  Physician  Pay- 
ment Review  Commission.  However,  I  am  not  here  today  in  either  of  those  capac- 
ities but  rather  to  share  some  of  the  experiences  I  had  as  Administrator  of  the 
Health  Care  Financing  Administration  during  the  Bush  Administration. 

The  Need  For  Change 

I  would  like  to  make  it  clear  that  I  am  not  here  to  "bash"  Medicaid.  I  was  very 
proud  to  have  been  the  Administrator  of  the  Medicare  and  Medicaid  programs  from 
1990  to  1992  and  I  did  everything  I  could  to  make  these  programs  function  effec- 
tively. It  was  a  great  honor  and  a  privilege  to  have  had  that  opportunity. 

Medicaid  was  designed  in  1965  to  be  a  flexible  Federal/State  financed,  state-run 
program  to  fund  health  care  for  categories  of  low  income  people  receiving  welfare, 
I.e.  families  with  dependent  children  and  the  elderly,  blind  and  disabled  popu- 
lations. By  most  measurements,  Medicaid  has  met  this  basic  objective  of  serving  se- 
lected categories  of  low  income  people,  although  the  program  has  often  been  ma- 
ligned for  providing  care  in  expensive  and  inappropriate  settings.  While  we  should 
applaud  the  successes  that  Medicaid  has  achieved,  we  should  also  acknowledge  the 
limitations  of  the  present  structure  and  the  problems  that  the  states  responsible  for 
serving  the  poor  face. 

Medicaid  provides  states  with  flexibility  in  several  ways.  States  have  options  with 
regard  to  many  of  the  services  as  well  as  the  populations  that  can  be  covered  under 
Medicaid.  States  also  have  many  options  with  regard  to  how  they  administer  the 
program,  which  level  of  government  has  primary  and  secondary  responsibility  for 
administering  the  program,  and  the  taxes  or  fees  that  can  be  used  to  finance  the 
states'  share  of  Medicaid. 

Another  major  source  of  flexibility  in  Medicaid  comes  from  the  1115  waiver  proc- 
ess. The  1115  provisions  allow  the  Secretary  to  waive  individual  components  of  Med- 
icaid law  and  regulation  as  long  as  the  resulting  changes  can  be  viewed  as  being 
in  keeping  with  the  spirit  of  Title  XIX.  This  authority  provides  Medicaid  with  far 
more  flexibility  than  exists  for  most  other  social  service  programs. 

Yet  despite  the  flexibility  built  into  the  law  and  the  1115  waiver  process,  states 
have  found  themselves  burdened  with  substantial  time  and  money  costs  associated 
with  the  state  plan  amendment  filing  requirements,  the  1115  waiver  filing  require- 
ments, as  well  as  concerns  about  the  costs  associated  with  legislation  passed  subse- 
quent to  the  original  Medicaid  legislation,  such  as  the  nursing  home  reform  act  of 
1987. 
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When  I  first  went  to  HCFA,  I  was  approached  by  representatives  of  state  govern- 
ments pleading  for  relief  from  the  requirements  associated  with  the  1115  waiver 
process.  As  a  result,  I  convened  a  working  group  to  find  ways  to  shorten  the  time 
required  for  the  waiver  process  and  to  attempt  to  ease  the  burden  imposed  on 
states,  particularly  when  it  was  unclear  that  the  requirements  produced  benefits 
that  were  commensurate  with  the  costs  imposed.  My  understanding  is  that  states 
thought  the  process  unproved  during  my  tenure,  although  the  problems  were  far 
from  fixed. 

I  am  also  aware  that  the  current  Administrator  has  attempted  to  continue  this 
effort.  The  President  has  spoken  about  the  need  to  provide  the  states  with  greater 
flexibility  and  to  impose  fewer  burdensome  regulations  on  them.  I  have  also  heard 
the  current  Administrator  speak  about  efforts  to  further  streamline  the  waiver  proc- 
ess. 

Despite  these  efforts,  states  continue  to  feel  that  the  reporting  and  filing  require- 
ments are  costly  and  burdensome.  State  representatives  are  only  too  eager  to  show 
the  piles  of  paper  reouired  for  waivers  and  as  part  of  the  state  plan  amendment 
process,  which  is  the  fundamental  statement  of  how  a  state's  program  will  function 
or  change  during  a  future  period  of  time.  States  continue  to  be  frustrated  at  the 
time  and  expense  required  to  include  changes  that  have  been  tried  in  other  states 
or  are  a  regular  feature  of  the  private  market. 

The  state  and  the  Secretary  are  forced  to  use  HCFA's  research  and  demonstration 
authority  to  continue  implementing  successful  changes  in  state  programs,  since  that 
is  the  only  statutory  authority  available.  The  most  notable  example  is  Arizona's 
ACCHS  program.  This  program  was  introduced  in  1983  and  provides  the  state  with 
authority  to  run  its  entire  Medicaid  program  under  a  waiver.  The  State  has  used 
a  combination  of  managed  care  programs  in  urban  areas  combined  with  primary 
case  management  in  rural  programs  to  produce  a  highly  successful  Medicaid  pro- 
gram that  has  provided  its  recipients  with  greater  access  to  physicians  and  other 
primary  care  personnel  than  exists  under  most  Medicaid  programs.  Despite  this 
fact,  twelve  years  later  Arizona  must  continue  to  operate  under  a  research  and  de- 
velopment waiver,  with  the  sham  that  suggests  for  process,  because  it  does  not  con- 
form to  many  of  the  requirements  of  Medicaid. 

The  Choices  for  a  Reformed  Program 

The  major  choices  facing  the  Congress  that  will  correct  some  of  the  problems  that 
have  been  facing  Medicaid — an  unsustainable  growth  in  spending  and  burdensome, 
costly  requirements  on  the  states  that  have  been  microprescriptive  at  a  process 
level — are  the  use  of  a  capped  payment  per  person  covered  unaer  Medicaid  eligi- 
bility rules  or  the  use  of  a  block  grant.  The  most  significant  difference  between 
these  strategies  is  that  the  capped  payment  per  person  option  maintains  an  entitle- 
ment between  the  Federal  government  and  the  individual  while  the  block  grant  does 
not.  There  is  also  the  concern  that  any  strategy  other  than  a  block  grant  strategy 
exposes  the  Federal  government  to  uncertainty  with  regard  to  future  spending  and 
the  potential  to  be  "gamed"  by  the  states  in  terms  of  claims  for  Federal  funding. 

Both  of  these  strategies,  but  particularly  the  block  grant,  will  relieve  the  states 
from  much  of  the  regulatory  burden  associated  with  the  current  system.  The  pre- 
scriptive nature  of  existing  law  and  regulation  would  be  replaced  with  a  limited 
monitoring  function  for  the  Federal  government.  Rather  than  focussing  on  the  spe- 
cifics of  process  and  inputs,  as  is  currently  the  case,  the  Federal  government's  role 
would  be  one  of  monitoring  and  auditing.  HCFA's  role  would  be  to  audit  the  states 
to  assure  that  Federal  monies  were  being  spent  on  health  care  and  on  the  low  in- 
come population,  however  they  were  defined  in  statute,  and  that  the  states  were 
meeting  whatever  "maintenance  of  effort"  requirements  were  put  into  law. 

In  addition,  consideration  is  being  given  to  putting  a  limited  number  of  perform- 
ance or  outcome  measures  into  law.  The  irony  is  that  if  this  occurs,  Medicaid  would 
require  information  from  the  states  on  access  to  care,  use,  or  health  outcomes  for 
their  low  income  populations,  which  it  does  not  now  do,  despite  all  the  mountains 
of  paperwork  which  the  require  from  the  states.  In  fact,  because  of  a  lack  of  uniform 
reporting  requirements  on  use,  claims,  and  expenditures,  it  is  very  difficult  to  assess 
the  effects  of  the  Medicaid  program  from  HCFA  data. 

The  result  is  that  if  block  grants  (or  capped  payments  per  capita)  were  to  be 
adopted,  states  would  be  relieved  of  the  burdensome  reporting  and  filing  require- 
ments associated  with  the  current  regime,  but  would  be  expected  to  provide  a  mini- 
mum set  of  information  on  outcomes  and  performance.  It  seems  to  me  that  this  is 
a  trade  worth  making.  Whether  the  increased  flexibility  will  be  worth  the  lower 
rates  of  growth  being  suggested  to  the  governors  will  be  an  important  determinant 
of  the  successful  adoption  of  these  changes. 
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A  significant  philosophical  issue  underlies  the  choice  between  the  current  admin- 
istrative structure  ana  division  of  responsibility  between  the  Federal  government 
and  the  states  versus  that  implied  by  block  grants.  That  issue  is  whether  the  states 
can  be  relied  on  to  take  care  of  their  most  vulnerable  populations,  if  given  some  ad- 
ditional financial  resources  and  with  the  Federal  government  assuming  a  reasonable 
monitoring  role,  or  whether  only  the  Federal  government  can  be  presumed  to  care 
about  these  vulnerable  populations  and  that  without  its  active  involvement,  these 
populations  will  not  receive  adequate  or  appropriate  care.  This  is  an  issue  that's 
worth  debating. 

Mr.  BILIRAKIS.  Thank  you  Dr.  Wilensky. 

It  is  another  one  of  those  days.  Unfortunately,  I  can  only  apolo- 
gize, but  that  is  the  way  the  system  is  here.  I  am  told  we  may  have 
as  many  as  six  votes,  one  after  the  other.  So  I  don't  really  know 
what  else  I  can  do  other  than  maybe  to  recess  for  45  minutes  to 
an  hour,  depending  on  how  long  these  things  take.  You  may  have 
to  come  back  tomorrow,  Mr.  Scanlon. 

Let  us  recess,  I  think  it  is  safe  to  say  until  3:15,  and  I  apologize 
for  this. 

[Brief  recess.] 

Mr.  BiLiRAKis.  Have  we  lost  Dr.  Wilensky? 

Ms.  Wehr.  No,  but  you  did  lose  Sara  Rosenbaum.  She  had  a 
prior  speaking  engagement  and  had  to  leave.  I  am  Elizabeth  Wehr, 
an  associate  of  hers. 

Mr.  BiLlRAKlS.  Ms.  Wehr? 

Ms.  Wehr.  Yes. 

Mr.  BiLiRAKls.  I  guess,  Elizabeth,  we  will  go  right  on  to  you,  if 
we  may. 

STATEMENT  OF  ELIZABETH  WEHR 

Ms.  Wehr,  We  would  like  to  thank  you  for  inviting  us  to  testify. 
I  represent  Sara  Rosenbaum  at  the  Center  for  Health  Policy  Re- 
search at  George  Washington  University.  This  is  a  multidisci- 
plinary  center  which  focuses  its  work  on  Medicaid  and  vulnerable 
populations;  and  what  we  would  like  to  talk  about  today  briefly  is 
the  topic  of  your  hearing,  whether  or  not  the  Federal  Government 
in  the  entity  of  the  Health  Care  Financing  Administration  is  micro- 
managing  it. 

Our  view,  from  our  research  and  from  our  interviews  with  var- 
ious States  outside  Washington,  trying  to  develop  1115  waiver  pro- 
motion, among  others,  has  raised  some  concerns  in  our  mind  that 
we  would  like  to  tell  the  committee  about. 

We  support  the  waivers.  We  think  that  managed  care  can  be  ex- 
traordinarily promising  for  low-income  populations.  We  also  feel 
that  it  is  wise  to  go  rather  slowly  in  these.  And  while  there  has 
been  a  good  deal  of  concern  about  the  amount  of  money  States 
would  be  losing  under  a  block  grant  proposal,  we  would  like  to 
point  out  that  they  will  still  have  quite  a  lot  of  money;  and  we 
think  that  given  the  sheer  magnitude  of  Medicaid  and  the  public 
investment  in  it,  a  certain  amount  of  judicious  oversight  is  war- 
ranted among  the  States  that  testified  here.  Over  a  6-year  period, 
1996  to  2002,  North  Carolina  would  have  $22  billion;  California, 
$77  billion;  Ohio,  $33  billion;  and  on  down  the  line. 

Medicaid  is,  thus,  a  lot  of  money  requiring  some  oversight.  It  is 
critical  to  a  lot  of  people.  We  are  concerned  about  the  effects  of 
underfinancing  on  the  health  system,  not  only  for  Medicaid  pa- 
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tients,  who  are  our  primary  concerns,  but  also  all  Americans.  If  the 
MED  in  Memphis,  as  we  have  heard  today,  closes  its  cancer  wards, 
closes  its  high-risk  pregnancy  program,  that  affects  everybody  in 
that  area,  not  just  the  Medicaid  folks.  Children's  hospitals,  half  of 
their  inpatient  hospital  costs  are  paid  by  Medicaid. 

So  we  are  concerned  that  as  States  go  forward  with  Federal  as- 
sistance and  with  Federal  subsidies,  seeking  more  efficiency  and 
more  proper  spending  of  money,  that  we  do  not  effectively  throw 
out  the  baby  with  the  bathwater  and  throw  out  a  lot  of  medical  ca- 
pacity that  we  really  need. 

We  have  appended  to  our  testimony  some  summaries  of  reports — 
from  the  General  Accounting  Office,  primarily,  and  the  Inspector 
General's  office  at  HHS — which  we  think  illustrate  the  downside 
risks  of  going  too  fast  and  not  going  carefully  enough  into  Medicaid 
and  managed  care.  And  the  risks  range  from  rather  startling  self- 
dealing  among  managed  care  plans  doing  business  with  States 
where  they  are  not  getting  very  good  supervision  to  inadequate  rec- 
ordkeeping, so  as  a  purchaser  of  products,  you  cannot  even  tell 
what  you  are  actually  getting,  whether  the  services  are  being  deliv- 
ered for  the  money  that  is  being  paid  up  front. 

So  I  guess  our  bottom  line  is  go  forward  but  go  carefully,  go  cau- 
tiously, and  for  the  populations  that  we  care  about;  but  for  Ameri- 
cans who  depended  on  the  academic  health  centers,  the  children's 
hospitals,  the  regional  centers  like  the  MED,  make  sure  the  system 
is  still  there  for  everybody. 

[The  prepared  statement  of  Sara  Rosenbaum  and  Elizabeth  Wehr 
follows:] 

Prepared  Statement  of  Sara  Rosenbaum,  Co-Director,  Center  for  Health 
Policy  Research,  George  Washington  University,  and  Elizabeth  Wehr,  Re- 
search Associate 

Mr.  Chairman  and  Members  of  the  Subcommittee:  Thank  you  for  this  opportunity 
to  testify  before  Congress  today  regarding  federal  oversight  of  the  Medicaid  pro- 

Sam.  My  name  is  Sara  Rosenbaum  and  I  am  an  Associate  Research  Professor  of 
ealth  Policy  and  Management  at  the  George  Washington  University.  I  also  co-di- 
rect the  George  Washington  University  Center  For  Health  Policy  Research,  which 
conducts  ongoing  health  policy  research  and  reform  evaluation  into  national  and 
state  health  law  and  policy  matters.  My  expertise  is  in  the  area  of  Medicaid  law 
and  policy,  in  which  I  have  specialized  for  approximately  twenty  years. 

We  begin  this  testimony  with  an  overview  of  Medicaid  and  its  role  in  caring  for 
elderly,  disabled  and  poor  Americans.  We  then  assess  the  federal  monitoring  role 
in  light  of  the  size  of  the  program  and  its  importance  to  beneficiaries  and  to  the 
health  system  generally.  Finally,  we  consider  the  need  for  ongoing  comprehensive 
federal  oversight  of  the  program. 

We  make  the  following  principal  points: 

•  Medicaid  is  vitally  important  to  millions  of  individuals  and  families.  Medicaid  also 

represents  an  enormous  financial  investment  of  taxpayer  funds  by  the  federal 
government.  The  sheer  size  of  the  federal  Medicaid  investment  (even  under  the 
limits  proposed  by  the  House  and  Senate  Budget  Resolutions)  makes  clear 
standards  for  eligibility,  coverage  and  benefits,  as  well  as  strong  federal  over- 
sight essential. 

•  Far  from  micro-managing  Medicaid,  the  federal  government  is  now  giving  states 

unprecedented  leeway  to  fundamentally  reshape  their  programs,  with  flexibility 
of  a  magnitude  not  previously  contemplated  by  Congress.  Moreover,  given  the 
size  of  the  federal  investment  in  state  medical  assistance  programs,  the  Medic- 
aid data  and  reporting  requirements  of  the  Health  Care  Financing  Administra- 
tion (HCFA)  are  modest  by  any  measure. 

•  Numerous  reports  by  Congress'  own  investigative  agency,  (the  General  Accounting 

Office  (GAO))  and  other  federal  and  state  agencies  indicate  that  clear  minimum 
federal  standards  for  state  performance,  as  well  as  adequate  enforcement,  are 
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essential.  The  problems  described  in  these  reports  underscore  that  appropriate 
federal  oversight  is  needed  to  ensure  that  taxpayer  dollars  actually  are  spent 
for  the  health  care  services  for  which  they  are  intended. 

•  Block  granting  Medicaid  would  eliminate  federal  standards,  further  constrain  fed- 

eral oversight,  and  ultimately  limit  the  availability  and  accuracy  of  data  about 
the  program.  Without  this  information,  Congress  could  not  know  whether  states 
are  acting  as  prudent  buyers  of  health  care  for  the  poor. 

•  Twenty  years  ago,  the  state  of  California  experimented  with  rapid  enrollment  of 

its  Medi-Cal  (Medicaid)  population  into  virtually  unregulated  prepaid  health 
plans.  Congressional  investigations  revealed  enormous  waste  of  federal  moneys 
and  substandard  health  care.  Withdrawing  federal  oversight  when  many  states 
are  moving  rapidly  toward  mass  Medicaid  enrollment  in  managed  health  care 
risks  repetition  of  the  California  experience  on  a  national  scale. 

1.  Medicaid  is  a  Vital  Component  of  the  American  Health  Care  System 

Medicaid  is  the  largest  of  all  need-based  federal  programs  and  is  also  is  one  of 
the  most  important.  In  1995  the  program  is  expected  to  serve  more  than  36  million 
children  and  adults  (more  than  one  in  every  eight  Americans).^  Medicaid  guarantees 
health  coverage  for  persons  who  meet  its  eligibility  criteria  and  thus  functions  as 
a  health  insurance  program.  Medicaid  is  the  only  source  of  health  coverage  for  mil- 
lions of  poor  families  and  children.  ^  Thirty  percent  of  all  children  under  18  rely  on 
Medicaid  for  check-ups,  immunizations,  eyeglasses,  hearing  adds,  prescribed  drugs, 
and  care  when  they  are  sick  or  disabled.  Medicaid  funds  comprehensive  maternity 
care  on  a  large  scale.  In  1993  the  program  paid  for  approximately  a  third  of  all  U.S. 
births.  In  Southern  states,  the  proportion  of  births  paid  for  by  Medicaid  stands  at 
40  percent.3  Indeed,  recent  data  from  the  state  of  Mississippi  show  that  Medicaid 
pays  for  77  percent  of  the  state's  births."* 

Some  10  million  elderly  and  disabled  persons  depend  on  Medicaid  for  the  long 
term  care  services  that  no  other  public  or  private  insurer  covers.  Medicaid  makes 
Medicare  work  for  the  low  income  elderly  by  pa3dng  premiums,  deductibles  and  coin- 
surance for  enrollees  and  by  covering  prescription  drugs,  eyeglasses,  hearing  aids 
and  other  crucial  benefits  and  services.  Medicaid  pays  for  the  services  which  the  el- 
derly need  to  remain  in  their  own  homes  and  out  of  nursing  homes.  Medicaid  funds 
nursing  home  care,  protects  people  who  require  nursing  home  placement  by  ensur- 
ing adequate  quality,  and  protects  spouses  of  nursing  home  residents  against  impov- 
erishment. Medicaid  pays  for  almost  half  of  all  impatient  care  provided  by  children's 
hospitals^  and  represents  50  percent  of  all  institutional  expenditures  on  long  term 
care  for  the  elderly.^ 

2.  The  Federal  Medicaid  Investment  is  Enormous,  and  the  Quality  of  Federal  Over- 

sight Has  Major  Implications  for  All  Americans 
Medicaid  represents  an  enormous  investment  in  the  health  system  for  both  the 
federal  and  state  governments.  With  the  exception  of  Medicare,  Medicaid  is  the  sin- 
gle largest  health  spending  account  item,  dwarfing  all  other  expenditures  within  the 
Public  Health  Service  (including  expenditures  made  by  the  National  Institutes  of 
Health)  combined.  In  1995  the  federal  government  is  expected  to  spend  $90  billion 
on  Medicaid,  with  total  federal  spending  projected  to  reach  $150  billion  in  the  year 
2000.''  Were  the  proposed  Medicaid  spending  reductions  called  for  in  the  House 
Budget  Resolution  to  be  enacted  into  law,  federal  expenditures  would  still  be  enor- 
mous. Between  1996  and  the  year  2002,  the  federal  government  would  spend  $780 


^  Data  prepared  for  the  Kaiser  Commission  on  the  Future  of  Medicaid  by  the  Urban  Institute 
(1995). 

2  For  example,  in  1992  only  8.4  percent  of  poor  children  had  employer  provided  coverage.  Paul 
Newacheck  et.  al.,  Children  and  Health  Insurance;  An  Overview  of  Recent  Trends  HEALTH  AF- 
FAIRS 14:1  (Spring,  1995).  Had  there  been  no  guarantee  of  health  coverage  through  Medicaid 
that  year,  the  number  of  uninsured  children  would  have  stood  at  20  milUon  (almost  a  third  of 
all  children)  rather  than  at  8.3  million. 

3  Data  prepared  for  the  Kaiser  Commission  on  the  Future  of  Medicaid  by  the  Urban  Institute; 
unpublished  data  from  the  University  of  North  Carolina's  national  evaluation  of  the  Robert 
Wood  Johnson  Foundation  Healthy  Futures  Project  to  reduce  infant  mortahty  in  the  South. 

*  Unpubhshed  data  reported  to  the  University  of  North  Carolina  by  the  state  of  Mississippi 
as  part  of  the  Robert  Wood  Johnson  Foundation's  Healthy  Futures  national  evaluation. 

^National  Association  of  Children's  Hospitals  and  Related  Institutions,  oral  communication. 

^Kaiser  Commission  on  the  Future  of  Medicaid,  Medicaid  At  the  Crossroads  (Washington. 
D.C.,  1992). 

■'CBO,  Reducing  the  Deficit:  Spending  and  Revenue  Options  (Washington,  D.C.,  1995). 
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billion;  under  CBO's  assumptions,  total  federal  spending  would  amount  to  $218  bil- 
lion in  the  year  2002  alone. ^ 

Medicaid's  importance  also  can  be  measured  in  its  impact  on  the  overall  health 
system  In  1992,  combined  federal  and  state  program  spending  represented  17  per- 
cent of  all  personal  health  care  expenditures. ^  The  manner  in  which  federal  Medic- 
aid funds  are  invested  affects  the  entire  health  system,  from  maternity  and  newborn 
care  (one  in  three  births  is  to  a  Medicaid  recipient)  to  nursing  home  care  for  the 
elderly  (50  percent  of  which  is  paid  for  by  Medicaid).  Economies  of  scale  and  an  in- 
sured population  are  essential  to  the  proper  functioning  of  the  U.S.  health  system. 
Medicaid  insures  a  significant  proportion  of  all  Americans  and  can  no  longer  be  con- 
sidered a  marginal  payer.  It  is  a  pivotal  source  of  revenue  without  which  large  com- 
ponents of  the  health  U.S  system  would  not  exist.  In  the  absence  of  Medicaid's 
guarantee  of  insurance  coverage,  tens  of  millions  of  persons  would  be  unable  to  pay 
for  care  Indeed,  the  health  care  of  all  Americans  would  be  jeopardized  if  the  chil- 
dren's hospitals,  community  clinics,  hospital  emergency  departments,  and  academic 
medical  centers  that  rely  so  heavily  on  Medicaid  funmng  are  forced  to  cut  back  or 
close  down  because  of  lost  Medicaid  revenues. 

Perhaps  the  starkest  example  of  the  implications  of  Medicaid  reforms  for  all 
Americans  occxirred  a  few  weeks  ago  in  Memphis,  Tennessee,  where  the  Regional 
Medical  Center,  (the  Med)  one  of  the  nation's  largest  public  hospitals,  operates  a 
neonatal  intensive  care  program  for  very  sick  pregnant  women  and  sick  and  djdng 
infants.  In  1994  the  hospital  served  1700  infants  from  Tennessee,  Mississippi,  Ar- 
kansas and  Missouri.  As  the  only  "Level  4"  neonatal  intensive  care  unit  in  the  state, 
the  Med  offers  services  to  mothers  and  babies  of  all  income  levels  that  are  available 
nowhere  else. 

Since  the  advent  of  TennCare,  the  state's  §  1115  Medicaid  managed  care  dem- 
onstration, the  Med  has  incurred  substantial  losses.  These  losses  flow  from  the 
elimination  of  its  Disproportionate  Share  hospital  payments,  deep  reductions  in  pay- 
ment rates  from  the  managed  care  plans  in  which  it  participates,  and  its  continuing 
care  for  patients  enrolled  in  a  plan  that  does  not  contract  with  the  Med  but  whose 

f)atients  use  its  services.  By  January,  1995,  the  Med  had  reported  losses  of  $42  mil- 
ion.  In  March,  the  Med  closed  its  regional  cancer  and  cardiology  units.  In  May,  the 
hospital  announced  that  it  could  no  longer  maintain  its  neonatal  and  high  risk  preg- 
nancy programs.  The  state  legislature  allocated  no  funds;  instead,  the  state  sought 
$23  million  in  federal  assistance  from  HCFA.  The  loss  of  neonatal  intensive  care  for 
sick  mothers  and  fragile  babies  with  potentially  fatal  or  debilitating  conditions 
would  not  have  been  confined  to  poor  women  and  infants  who  depend  on  Medicaid. 
The  case  of  the  Med  under  scores  the  ways  in  which  Medicaid  affects  us  all. 

3.  HCFA  Gives  States  Enormous  Discretion  to  Administer  their  Medicaid  Programs. 
Moreover,  This  Flexibility  Has  Grown  Markedly  in  Recent  Years 
Far  from  micro-managing  states,  HCFA  is  giving  states  enormous  latitude  to  de- 
sign their  medical  assistance  programs  and  operate  them  with  federal  subsidies.  In 
her  1991  testimony  before  this  Committee's  Oversight  Subcommittee,  Gail  Wilensky, 
then  the  Administrator  of  HCFA,  testified  that 

"state  Medicaid  programs  are  permitted  by  law  to  vary  widely.  States  de- 
sign and  administer  their  medical  assistance  programs  within  broad  Fed- 
eral guidelines.  States  have  considerable  flexibility  to  determine  who  is  eli- 
gible, the  t3T)e  and  frequency  of  services  that  will  be  covered,  and  the 
amount  of  payment  that  will  be  made  to  physicians,  nursing  homes,  and 
other  providers  of  services."  ^^ 
The  basic  premise  of  the  federal  Medicaid  statute  is  that  the  actual  operation  of 
medical  assistance  programs  is  best  carried  out  at  the  state  level.  Thus,  the  federal 
law  provides  states  with  Considerable  discretion  to  set  eligibility  standards,  estab- 
lish benefit  coverage  rules,  and  define  provider  payment  levels,  so  long  as  certain 
fundamental  requirements  are  met.  HCFA's  regulations  follow  this  statutory  struc- 
ture. Indeed,  many  legal  and  policy  experts  consider  HCFA's  rulemaking  to  be  far 
more  limited  than  the  size  ana  complex  mission  of  the  Medicaid  program  would  ap- 
pear to  merit. 


8  John  Holahan  and  David  Liska,  The  Impact  of  the  House  and  Senate  Budget  Committees' 
Proposals  for  Medicaid  Expenditures  (Prepared  by  the  Urban  Institute  for  the  Kaiser  Commis- 
sion on  the  Future  of  Medicaid,  1995). 

^Health  Care  Financing  Administration,  Health  Care  Financing  Review,  Annual  Supplement 
(Baltimore,  MD,  1994). 

1° Statement  of  Gail  R.  Wilensky,  Ph.D.,  Administrator,  Health  Care  Financing  Administra- 
tion, Before  Committee  on  Energy  and  Commerce,  Subcommittee  on  Oversight  and  Investiga- 
tions (June  20,  1991). 
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An  example  of  HCFA's  relatively  limited  approach  to  rule  making  can  be  found 
in  its  administration  of  the  Early  and  Periodic  Screening  Diagnosis  and  Treatment 
(EPSDT),  the  special  Medicaid  benefit  package  for  children.  In  1989,  Congress 
amended  Medicaid  extensively  to  broaden  EPSDT  benefits  and  increase  state  re- 
sponsibility to  screen  children  and  comprehensively  treat  childhood  disability.  ^^  Al- 
though six  years  have  passed,  HCFA  has  not  promulgated  final  rules  articulating 
the  extent  of  states'  new  responsibilities.  Thus,  states  have  been  left  to  interpret  for 
themselves  the  precise  nature  of  their  duties  under  the  amended  program.  Most  in 
fact  have  independently  and  aggressively  implemented  the  expanded  program  to 
better  serve  infants,  toddlers  and  school-age  children  with  serious  developmental 
disabilities  and  delays.  Moreover,  with  the  exception  of  the  special  Oregon 
prioritization  demonstration,  to  date  no  state  appears  to  have  sought  a  federal  waiv- 
er of  the  expanded  EPSD  benefit  package  under  a  section  1115  waiver  proposal. 
This  example  of  HCFA's  approach  to  EPSDT  illustrates  the  willingness  of  the  fed- 
eral agency  to  permit  states  to  interpret  and  implement  complex  legislative  changes 
with  only  limited  oversight. 

The  flexibility  of  the  waiver  process.  Perhaps  the  most  striking  example  of  HCFA's 
broad  grant  of  flexibility  to  the  states — and  one  that  is  unprecedented  in  the  history 
of  the  program^2 — ig  the  Clinton  Administration's  initiative  in  permitting  states  to 
completely  redesign  their  state-wide  Medicaid  programs  under  the  §  1115  dem- 
onstration authority  of  the  Social  Security  Act.  Until  1993,  this  demonstration  au- 
thority was  genersJly  reserved  for  unique  and  relatively  rare  research  and  dem- 
onstration projects  for  limited  populations  or  regions  in  a  state.  Since  1993,  the 
Clinton  Administration  has  helped  many  states  literally  rebuild  their  programs  from 
the  ground  up,  by  waiving  dozens  of  otherwise  applicable  federal  statutory  provi- 
sions relating  to  eligibility,  benefits,  cost-sharing,  provider  reimbursement  and  the 
use  of  risk-based  managed  care  arrangements.  Appendix  A  contains  an  excerpt  from 
an  ongoing  study  by  the  Center  of  pending  or  approved  §  1115  Medicaid  statewide 
demonstration  programs.  This  excerpt  provides  the  Subcommittee  with  a  sense  of 
the  sheer  scope  of  the  waivers  of  federal  law  that  are  being  granted,  as  well  as  the 
number  of  states  that  have  either  approved  or  pending  waiver  requests  to  undertake 
virtually  the  identical  set  of  activities.  ^^  Far  from  micro-managing,"  the  federal 
agency  has  shown  a  breathtaking  willingness  to  accommodate  states'  desires  for 
greater  flexibility. 

HCFA's  January,  1995,  Review  Guide  for  Section  1115  Research  and  Demonstra- 
tion Proposals  for  State  Health  Care  Reform  highlights  the  degree  to  which  the 
agency  has  granted  states  the  flexibility  to  completely  alter  their  programs.  The 
Guide  provides  a  comprehensive  menu  of  waiver  options  that  states  may  choose,  de- 
pending on  the  scope  of  the  demonstration  they  seek  to  undertake.  The  Guide  states 
that  "waivers  to  test  the  same  or  related  policy  innovations  can  be  granted  to  more 
than  one  State. "^^  The  document  indicates  that  "requests  for  waivers  will  be  treated 
expeditiously"  with  a  "special,  consolidated  process"  for  state  proposals. ^^  The  Guide 
is  designed  to  assist  in  the  development  of  statewide  Medicaid  managed  care  dem- 
onstrations and  sets  forth  a  range  of  statutory  requirements  related  to 
statewideness,  uniformity,  eligibility,  provider  choice,  reimbursement,  and  other  fed- 
eral statutory  conditions.  The  guide  also  identifies  those  provisions  of  law  that  can- 
not be  waived  and  addresses  numerous  issue  areas  that  must  be  considered  in  re- 
viewing a  state's  waiver  proposal. 

Existing  federal  Medicaid  regulations  apply  only  to  states  that  are  administering 
a  traditional  Medicaid  program.  Therefore  it  is  logical  that,  in  examining  a  state's 
application,  HCFA  should  query  states  about  the  financial  soundness  of  their  pro- 
posals and  how  well  the  proposed  demonstration  will  respond  to  the  needs  of  the 
populations  proposed  for  inclusion.  These  HCFA  queries  should  not  be  considered 
micro-management.  HCFA's  waiver  development  process  in  our  opinion  represents 
an  extremely  flexible  management  tool  that  substitutes  for  otherwise  applicable  reg- 
ulations governing  the  structure  of  state  programs.  If  one  considers  the  m5rriad  ways 
in  which  a  managed  care  demonstration  can  enhance  or  erode  the  accessibility  and 


"§13631,  P.L.  101-239. 

^2  Indeed,  there  are  some  who  would  characterize  HCFA's  use  of  §  1115  as  unauthorized  under 
federal  law.  At  least  one  lawsuit,  National  Association  of  Community  Health  Centers  v.  Shalala, 
(D.D.C.  filed  1994),  challenges  the  legal  authority  of  the  Secretary  to  use  §1115  on  a  widespread 
basis. 

13  These  activities  include  extending  eUgibility  to  new  categories  of  individuals,  tightening  ex- 
isting, eligibility  requirements  in  certain  respects,  streamlining  benefit  packages,  and  using  fed- 
eral Medicaid  funds  to  purchase  managed-care  products  that  involve  financial  risk  and  that  do 
not  necessarily  meet  the  Medicaid  statute's  requirements  for  risk-based  contracts. 

i-'HCFA  Draft  Manual  at  p.  4. 

16  Ibid. 
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quality  of  health  care,  HCFA's  careful  questioning  and  review  during  the  develop- 
ment phase  of  these  demonstration  projects  would  appear  to  be  justified — and  in- 
deed required  of  an  administering  agency. 

Flexibility  in  program  reporting.  HCFA  has  given  states  considerable  latitude  in 
other  aspects  oi  Medicaid  administration  policy.  There  is  no  better  example  of  the 
flexibility  afforded  states  than  in  the  area  of  data  and  reporting.  Considering  the 
magnitude  of  the  federal  Medicaid  investment,  the  amount  of  data  collected  about 
the  performance  of  state  Medicaid  programs  actually  is  quite  limited.  A  1993  GAO 
study  undertaken  at  the  request  of  Congress  found  that 

"[a]lthough  high-quality  data  are  needed  to  help  manage  the  Medicaid  pro- 
gram and  to  provide  critical  input  to  urgent  national  health  care  issues, 
HCFA  has  done  little  to  ensure  the  data's  accuracy  and  completeness.  Nu- 
merous studies  have  shown  that  the  data  states  are  reporting . . .  are  often 
inaccurate,  inconsistent,  and  incomplete.  HCFA  has  not  fixed  these  prob- 
lems because  it  has  not  viewed  resolution  of  data  deficiencies  to  be  a  high 
priority.  As  a  result,  the  lack  of  quality  data  has  made  it  difficult  to  deter- 
mine how  well  people  are  being  served  by  Medicaid,  (emphasis  added).  ^^ 
The  GAO  study  found  that  the  three  major  data  reporting  systems  used  by  HCFA 
were  both  internally  inconsistent  and  at  serious  variance  with  each  other  in  terms 
of  the  number  of  persons  served,  the  amount  of  services  furnished,  and  the  cost  of 
state  programs  to  the  federal  government.  Beyond  accuracy  and  consistency  prob- 
lems, the  GAO  found  that  the  data  were  not  sufficiently  detailed  or  complete  enough 
to  permit  meaningful  analysis  of  care  received.  Moreover,  a  number  of  states  failed 
entirely  to  report  required  data. 

GAO  noted  that  these  1993  findings  were  consistent  with  problems  the  agency 
had  also  reported  six  years  earlier,  on  which  no  action  had  been  taken.  According 
to  the  GAO,  HCFA  officials  "stated  they  have  not  required  all  states  to  supply  the 
data  elements  because  they  do  not  want  to  impose  additional  reporting  require- 
ments. However,  all  of  these  data  elements  already  reside  in  each  state's  Medicaid 
Management  Information  System  (MMIS).^''  Without  these  data,  thorough  and  sup- 
portable analysis  of  the  program  will  continue  to  be  difficult.  "^^  The  GAO  concluded 
that  without  improvements,  not  only  would  accurate  expenditure  forecasting  be  im- 
possible but  moreover,  the  agency  was  unable  to  provide  comprehensive  information 
on  emerging  Medicaid  and  health  care  issues.  The  agency  cited  the  fact  that  only 
21  suites  could  provide  information  on  the  number  of  tuberculosis  and  AIDS  pa- 
tients served  by  Medicaid  and  that  there  was  no  accurate  information  on  the  num- 
ber of  pregnant  women  and  infants  served  by  the  program,  despite  the  bipartisan 
priority  given  to  maternal  and  child  health  reforms.  ^^ 

One  of  the  clearest  examples  of  HCFA's  restrained  approach  to  state  data  and  re- 
porting requirements  can  be  found  in  the  EPSDT  program.  Added  to  the  statute  in 
1967,  the  EPSDT  program  is  designed  to  ensure  that  children's  nascent  health  prob- 
lems are  identified  and  treated  early,  before  they  become  lifelong  disabilities.  De- 
spite the  importance  of  the  program,  two  decades  of  program  participation  data  con- 
tinue to  show  low  levels  of  participation  by  eligible  children. 

The  HCFA  reporting  system  developed  afl;er  enactment  of  the  1989  amendments^o 
is  an  improvement  over  prior  reporting  systems.  However,  the  HCFA  system  pro- 
vides virtually  no  information  on  the  types  of  conditions  uncovered  by  examinations, 
nor  does  it  provide  information  on  the  timeliness  of  follow-up  care  for  conditions  un- 
covered during  a  screen.  While  the  agency  requires  states  to  indicate  how  many 
screened  chil^en  are  referred  for  corrective  treatment,  states  are  not  required  to 
report  on  what  proportion  of  referred  children  ever  actually  receive  necessary  and 
appropriate  treatment. 

Even  with  relatively  few  data-reporting  requirements,  the  data  that  actually  are 
reported  usually  are  incomplete  and  inaccurate.  The  data  which  do  exist  either  are 
clearly  erroneous  or  else  indicate  that  there  is  something  seriously  wrong  with  the 
quality  and  accessibility  of  states'  pediatric  health  care  systems  (we  suspect  it  is  a 
mix  of  both  factors).  For  example,  babies  are  supposed  to  be  examined  no  fewer  than 
six  times  during  the  first  year  of  life.  Experts  agree  that  a  significant  proportion 
of  preventive  health  exams  will  yield  a  referable  problem  in  infancy,  particularly  in 


^^GAO,  Medicaid:  Data  Improvements  Needed  to  Help  Manage  Health  Program  (GAO/IMTEC- 
93-18,  1993).  ^      , 

1''  By  law,  the  federal  government  pays  90  percent  of  the  cost  of  each  state's  MMIS  develop- 
ment and  75  percent  of  its  operation. 

18  Ibid. 

18  Ibid. 

20  The  HCFA-416  is  the  reporting  instrument  used  to  capture  EPSDT  participation  data. 
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cases  involving  low  income  children.^i  Yet,  HCFA's  data  for  FY  199322  show  the 
following: 

•  The  state  of  Idaho  reported  that  out  of  a  total  of  5,969  babies  reviewed,  only  50 

(0.8%)  had  referable  problems. 

•  Montana  showed  referrals  that  year  of  71  babies  out  of  1,913  babies  screened 

(3.7%). 

•  South  Dakota  showed  43  referrals  out  of  3,570  babies  screened  (1.2%). 

•  Kentucky  showed  one  referral  out  of  8,631  babies  screened  (0.01%). 

•  Virginia  showed  0  referrals  out  of  33,008  babies  screened  (0.0%). 

3.  Numerous  Official  Studies  of  State  Medicaid  Performance  Point  to  the  Need  for 
Strong  Federal  Oversight 

A  number  of  states  have  taken  issue  with  the  extent  of  HCFA's  federal  oversight. 
However,  many  official  studies  conducted  by  both  the  federal  government  and  state 
agencies  illustrate  the  need  for  strong  federal  oversight.  Official  studies  illustrate 
the  high  level  of  potential  provider  fraud  in  the  program,^^  the  questionable  nature 
of  state  expenditures  under  the  program,^'*  problems  with  state  administration  of 
program  eligibility  requirements,^^  and  the  less  than  adequate  quality  of  state  com- 
pliance with  other  aspects  of  the  program.  This  should  not  be  surprising  given  the 
fact  that  the  program  is  so  large,  costly,  and  complex.  While  in  general  states  can 
and  do  administer  their  programs  well,  major  issues  that  call  for  federal  oversight 
and  intervention  inevitably  will  arise. 

There  are  far  too  many  official  studies  of  state  Medicaid  administration  to  enu- 
merate in  a  single  piece  of  testimony.  However,  we  have  selected  for  our  testimony 
a  representative  series  of  federal  and  state  studies  of  states'  experience  in  regulat- 
ing Medicaid  managed  care  programs.  We  have  focused  on  this  aspect  of  Medicaid 
because  managed  care  is  complicated  and  because  this  model  of  financing  and  pro- 
viding health  care  services  is  rapidly  sweeping  all  state  Medicaid  programs,  just  as 
it  is  coming  to  dominate  the  world  of  employee  benefit  plans. 

To  be  sure,  a  substantial  number  of  studies  show  state  success  in  administration 
of  their  Medicaid  managed  care  programs. ^^  However,  we  think  it  is  important  to 
understand  the  grave  problems  that  can  arise  when  both  state  agencies  and  health 
care  providers  are  relatively  inexperienced  in  managed  care,  or  when  lax  oversight 
leads  to  payment  of  hundreds  of  millions  of  dollars  for  health  services  that  never 
are  furnished.  State  regulation  of  insurance  products  is  relatively  weak  in  many  ju- 
risdictions. ^^  As  a  result,  relying  only  on  this  form  of  regulation  to  protect  Medicaid 
beneficiaries  and  the  huge  federal  investment  in  their  case  would  not  be  prudent, 
in  our  view.^s  Indeed,  in  many  states  insurance  departments  do  not  regulate  Medic- 
aid managed  care  products. 

The  studies  summarized  in  Appendix  B  of  this  testimony  illustrate  the  range  of 
managed  care  problems  that  can  arise  from  multiple  factors,  such  as  relatively  weak 
insurance  regulation,  state  inexperience  with  regulation  of  managed  care  products, 
and  inherent  difficulties  in  attempting  to  mesh  to  the  structure  of  managed  care 
with  the  structural  weaknesses  of  Medicaid  (low  pa3rment  rates,  short  periods  of  en- 


21  For  example,  experts  indicate  that  failure  to  thrive  will  be  identified  in  5  to  6  percent  of 
a  low  income  infant  population  undergoing  well  child  exams.  Similarly,  a  significant  proportion 
of  infants  could  be  expected  to  be  identified  as  suffering  ft-om  anemia. 

22  Source:  Health  Care  Financing  Administration. 

23  See,  e.g.,  GAO,  Medicaid  Drug  Fraud:  Federal  Leadership  Needed  to  Reduce  Program 
Vulnerabilities  (GAO/HRD-93-118,  1993).;  Statement  of  Tom  Temmerman,  Director  of  the  Cah- 
fornia  Bureau  of  Medi-Cal  Fraud  before  the  Senate  Special  Committee  on  Aging,  March,  1995. 

2*  See  e.g.,  GAO,  Medicaid:  Spending  Pressures  Drive  States  Toward  Program  Reinvention 
(GAO/HEHS-95-122,  April,  1995). 

26 See  e.g.,  GAO,  Medicare  and  Medicaid:  Many  Eligible  People  Not  Enrolled  in  Qualified  Med- 
icare Beneficiary  Program  (GAO/HEHS-94-52,  January,  1994). 

26  Diane  Rowland,  Sara  Rosenbaum,  Lois  Simon  and  Ehzabeth  Chait,  Medicaid  Managed 
Care:  Lessons  from  the  Literature,  (Kaiser  Commission  on  the  Future  of  Medicaid,  Washington, 
DC,  1995). 

2TGA0,  How  Health  Care  Reform  May  Affect  State  Regulation  (GAO/T-HRD-94-55,  1003).  In 
its  study  of  state  insurance  systems  the  GAO  found  that  states  varied  widely  in  the  level  of 
resources  committed  to  regulation  of  insurance,  with  as  httle  as  4  percent  of  insurance  depart- 
ment budgets  committed  to  the  regulation  of  health  insurance,  including  insurance  products  sold 
to  state  Medicaid  programs.  The  study  found  poor  oversight  of  insurer  information  on  financial 
solvency,  premium  rate  increase  requests,  content  reviews  of  policies,  and  consumer  grievances. 

28  Assuming  that  the  monthly  capitation  rate  averages  $120  for  a  typical  AFDC  enrollee  and 
that  there  were  some  6  milhon  individuals  enrolled  in  risk-based  plans  in  1994,  the  total  month- 
ly payment  would  average  $720  milUon.  Of  this  the  federal  monthly  outlay  would  be  about  $400 
mimon. 
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rollee  eligibility,  large  £ireas  of  medical  underservice,  and  sicker,  less  well  educated, 
and  more  difficult-to-treat  populations). ^9 

The  studies  summarized  in  Appendix  B  report  problems  in  areas  of  marketing 
and  enrollment  practices,  such  as  use  of  unlicensed  agents,  forged  enrollment  forms 
and  improper  sales  pressures.  They  also  show  troublingly  large  levels  of  financial 
risk  placed  on  providers,  multi-million  dollar  diversions  of  funds  to  deals  with  plan 
officials'  relatives,  and  the  absence  of  data  that  would  permit  state  and  federal  gov- 
ernments to  know  the  extent  of  services  actually  provided  to  patients.  Presumably 
these  problems  will  abate  with  more  time  and  experience.  But  by  investing  billions 
in  taxpayer  funds  in  Medicaid,  the  federal  government  becomes  obligated  to  main- 
tain ongoing  oversight. 

4.  A  Block  Grant  Will  Further  Weaken  Federal  Oversight 

By  definition  a  block  grant  reduces  federal  authority  and  expands  state  discretion. 
Under  a  block  grant  states  would  no  longer  be  obligated  to  use  funds  to  guarantee 
health  coverage  for  a  specific  set  of  benefits  to  persons  who  meet  eligibility  criteria. 
States  no  longer  would  be  required  to  insure  the  poor  either  directly  or  through  the 
purchase  of  managed  care  products  Those  that  cud  choose  to  purchase  private  cov- 
erage would  be  under  no  obligation  to  report  their  expenditures.  States  presumably 
woiSd  be  free  to  use  their  funds  to  make  grants  directly  to  certain  classes  of  health 
providers  and  avoid  the  financial  and  coverage  guarantees  that  are  the  essence  of 
insurance.  Entire  groups  of  services  and  categories  of  eligible  persons  could  he  elimi- 
nated (and  indeed,  it  would  appear  that  eligibles  and  services  would  have  to  be 
eliminated  in  order  to  accommodate  deep  spending  reductions), ^o 

Moreover,  because  state  discretion  would  be  so  broad,  federal  oversight  nec- 
essarily would  shrink  further,  and  the  quality  of  data  would  drop.  To  get  a  sense 
of  how  limited  the  information  would  be  (in  this  case  for  a  program  spending  three 
quarters  of  a  trillion  dollars  over  7  years),  one  need  only  consider  reporting  under 
existing  block  grant  statutes.  In  the  case  of  the  Title  V  Maternal  and  Child  Health 
Services  Block  Grant,  for  example,  federal  data  are  generally  limited  to  allocations 
of  federal  funding  to  states,  total  numbers  of  women  and  children  receiving  a  hand- 
ful of  services,  and  general  descriptions  of  "core"  state  health  agency  operations. 
However,  there  are  no  data  on  what  portion  of  children  needing  services  actually 
received  them,  nor  is  there  information  on  the  scope  of  services  furnished  to  indivia- 
ual  women  and  children,  nor  are  there  data  on  the  providers  that  furnished  the 
services. 3^ 

There  have  been  discussions  of  using  outcomes  measures  to  test  the  appropriate- 
ness of  stetes'  investment  of  Medicaid  funds.  But  outcome  measures  at  this  point 
are  so  crude  and  in  such  a  stete  of  infancy  that  it  is  impossible  to  use  these  meas- 
ures to  gain  an  accurate  and  detailed  sense  of  how  states  are  spending  their  funds 
or  the  quality  of  care  purchased.  ^2  At  best,  community-wide  outcome  measures  can 
detect  only  gross  events  (such  as  the  immunization  of  children)  and  are  not  appro- 
priate to  the  measurement  of  specific  interventions  for  small  numbers  of  persons 
(such  as  the  course  of  treatment  of  patients  with  tuberculosis).  Furthermore,  the 
fact  that  only  a  portion  of  poor  individuals  are  eligible  for  Medicaid  makes  commu- 
nity-wide measures  meaningless  in  a  Medicaid  quality-of-care  measurement  context. 
Until  these  types  of  outcomes  measurement  tools  have  been  refined  to  test  the  qual- 
ity of  care  rendered  to  small  numbers  of  individuals  over  short  enrollment  periods, 
Congress  will  have  to  rely  on  specific  "inputs"  (i.e.,  number  of  persons  covered,  num- 
ber of  procedures  furnished,  number  of  participating  provers)  to  determine  whether 
billions  of  dollars  in  taxpayer  funds  are  being  well  spent. 

We  conclude  by  reminding  the  Committee  that  some  twenty  years  ago,  the  state 
of  California  sought  to  control  its  rising  Medi-Cal  costs  by  rapidly  enroUing  bene- 


28 The  Kaiser  Commission  on  the  Future  of  Medicaid,  Medicaid  and  Managed  Care:  Lessons 
from  the  Literature,  (1995).  r»*  j- 

30  Data  from  the  Urban  Institute  prepared  for  the  Kaiser  Commission  on  the  Future  of  Medic- 
aid show  that  spending  reductions  of  the  magnitude  contemplated  in  the  House  and  Senate 
Budget  Resolutions  necessarily  would  lead  to  the  elimination  of  coverage  for  millions  of  bene- 
iiciflriGS 

31  Maternal  and  Child  Health  Bureau,  Report  to  Congress  on  FY  1991  Maternal  and  Child 
Health  Activities  and  Health  Status  (HHS,  January,  1995). 

32  It  is  worth  noting  that  HEDIS  (the  system  used  for  measuring  the  performance  of  employer- 
purchased  health  plans),  which  is  perhaps  the  most  advanced  outcomes  data  reporting  tool 
available,  makes  very  limited  use  of  outcomes  measures.  Instead  it  relies  heavily  on  input  meas- 
ures that  gauge  the  specific  types  of  care  furnished  to  managed  care  enroUees.  Outcomes  report- 
ing simply  is  not  well  enough  developed  to  permit  the  use  of  community-wide  measures  to  iden- 
tify areas  of  weakness  in  a  health  system,  especially  since  only  a  small  number  of  individuals 
are  enrolled  in  a  managed  care  plan  for  a  long  enough  period  of  time  to  yield  reliable  outcomes 
data. 
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ficiaries  in  virtually  unregulated  prepaid  health  plans.  The  state  agency  was  di- 
rected to  disregard  the  financial  solvency  of  plans  in  evaluating  them  for  participa- 
tion in  the  program.  Such  financial  and  service  data  as  were  reported  were  collected 
only  on  a  summary  basis,  which  prevented  the  state  and  federal  agency  from  mon- 
itoring the  expenditure  of  public  moneys  through  these  plans.  What  followed  was 
a  preview  of  what  we  are  now  seeing  today  in  Florida,  Tennessee  and  even  Califor- 
nia once  again:  serious  marketing  abuses,  failure  to  provide  critically  needed  health 
care,  significant  diversions  of  public  money  into  self-dealing  schemes  and  extraor- 
dinarily large  profit  margins  for  the  plans.  The  state's  failure  to  address  these 
abuses  led  to  major  Congressional  investigations  and  hearings,  led  by  Senators 
Henry  "Scoop"  Jackson  and  Sam  Nunn,  and  extensive  amendments  of  both  the  Med- 
icaid statute  and  the  federal  HMO  act.^^ 

We  strongly  recommend  that  this  Congress  steer  clear  of  going  down  the  same 
path  again.  Significant  changes  certainly  need  to  occur  within  Medicaid  in  order  to 
improve  efficiency  and  granting  further  state  flexibility.  Of  particular  importance  is 
improving  state  flexibLlity  to  design  managed  care  systems  for  their  benenciary  pop- 
ulations. But  the  need  for  federal  standards  and  oversight  during  this  dynamic  pe- 
riod of  change  in  the  health  system  remains  high,  and  Congress'  need  to  be  able 
to  demonstrate  to  taxpayers  how  it  is  spending  nearly  a  trillion  dollars  over  the  next 
seven  years  remains  an  enormous  one. 


33  Permanent  Subcommittee  on  Investigations  of  the  Senate  Committee  on  Governmental  Af- 
fairs, Prepaid  Health  Plans  and  Health  Maintenance  Organizations,  Report  No.  95-749  (95th 
Congress,  2d  session)  (1978) 
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APPENDIX  A 

Excerpts  from  Medicaid  Section  1115  Demonstration  Waivers: 

Approved  and  Proposed  Activities  as  of  February  1995 

Sara  Rosenbaum,  J.D.  and  Julie  Darnell,  M.H.S.A. 
Center  for  Health  Policy  Research 
The  George  Washington  University 

for  the 

Kaiser  Commission  on  the  Future  of  Medicaid 

February  1995 


This  policy  report  updates  the  August,  September  and  November  policy  briefs  describing  the 
status  of  section  1115  waivers.   The  statements  made  and  views  expressed  are  those  of  the 
authors  and  do  not  necessarily  reflect  those  of  the  Kaiser  Commission  on  the  Future  of 
Medicaid  of  the  Henry  J.  Kaiser  Family  Foundation. 


The  George  Washington  University  Center  for  Health  Policy  Research 
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APPENDIX  B 


ILLUSTRATIVE  EXAMPLES  OF  MEDICAID  MANAGED  CARE  PRACTICES 
REQUIRING  ONGOING  FEDERAL  MONTTORING  AND  OVERSIGHT 


HFCA  (Health  Care  Financing  Administration)  Region  IX,  "Review  of  California's 
Administration  of  its  Managed  Care  Program,"  (1993). 

Background:  Between  1991  and  1992,  California  increased  Medi-Cal  (Medicaid)  enrollment  in 
managed  care  by  63.4  percent,  to  more  than  a  half  million  of  the  state's  4.7  million  beneficiaries. 
State  law  required  further  expansion  to  one  million  in  the  following  year.  The  HCFA  regional 
office  reviewed  the  adequacy  of  state  program  administration  as  well  as  compliance  by  a  sample 
of  managed  care  plans  with  terms  of  their  Medi-Care  contracts  and  other  matters.  The  purpose 
of  the  review  was  to  determine  whether  the  program  expansion  goals  were  reasonable  in  light  of 
the  state's  capacity  to  maintain  adequate  program  control. 

Findings:  The  planned  rapid  expansion  "would  be  counterproductive  and  ill  advised"  because  the 
core  management  of  the  program  is  "strained"  by  the  "generally  low  level"  of  technical  training 
and  experience  of  state  agency  staff,  rapid  staff  turnover  and  high  workloads.  Enrollment  of 
pregnant  beneficiaries  was  delayed  as  long  as  until  after  the  end  of  the  first  trimester.  Plans  were 
unaware  of,  or  misrepresented  their  obligations  to,  provide  children's  health  assessments  and  all 
necessary  follow-up  care  under  the  Early  and  Periodic  Diagnosis,  Treatment  and  Screening 
(EPSDT)  program.  The  state  was  unable  to  analyze  service  use  in  individual  plans  or  compare 
plans  on  the  basis  of  data  currently  being  collected.  Previously  reported  marketing  abuses 
included  illegal  sales  of  confidential  lists  of  new  Medi-Cal  beneficiaries  to  plan  marketing  agents 
and  forged  enrollment  forms  that  resulted  in  improper  commissions  for  agents. 

In  light  of  the  "debacle"  resulting  from  the  state's  earlier,  rapid  Medi-Cal  expansion  into  managed 
care  in  the  1970's,  the  regional  office  recommended  that  maintaining  high  provider  qualification 
and  service  quality  should  be  prerequisites  for  the  new  expansion.  It  recommended  targeting 
groups  at  risk  for  bad  health  outcomes  and/or  with  intensive  service  needs,  notably  pregnant 
women. 


United  States  General  Accounting  Office,  "Medicaid  Managed  Care:  More  Competition  and 
Oversight  Would  Unprove  California's  Expansion  Plan,"  (GAO/HEHS-95-87),  (April  1995) 

Background:  In  1993,  HCFA's  Region  IX  Office  found  that  the  inability  of  the  California  state 

The  George  Washington  University  Center  for  Health  Policy  Research  1 
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Medicaid  agency  to  manage  and  monitor  the  Medi-Cal  program  made  it  impossible  to  a5sure 
that  managed  care  plans  were  actually  providing  the  services  they  contracted  to  furnish  to 
Medi-Cal  beneficiaries.    However,  California  proposed  to  mcrease  Medi-Cal  managed  care 
enrollment  from  890,000  to  3.4  million,  through  mandatory  enrollment  of  beneficiarier.  m  Los 
Angeles  and  1 1  other  "target  counties".  GAO  was  asked  to  determine  whether  the  state 
Medicaid  agency  was  capable  of  administering  the  managed  care  expansion. 


Findings:    By  1995,  the  agency  had  failed  to  correct  the  problems  identified  by  the  Region  DC 
office  two  years  earlier.   The  agency  could  not  determine  if  poor  children  were  actually 
receiving  services  for  which  plans  were  being  paid,  because  it  was  not  requiring  plans  to 
submit  data  in  a  form  permitting  verification.   Agency  contract  managers  had  very  large 
workloads  and  had  received  only  on-the-job  training  and  ad  hoc  workshops  in  technical 
matters.   They  told  GAO  investigators  that  they  need  more  training  in  how  to  interpret 
contracts,  examine  cost  and  utilization  reports  of  plans,  and  identify  critical  areas  for  on-site 
evaluations  of  plan  performance.   GAO  expressed  concern  that  the  state  agency  staff  paid 
insufficient  attention  to  financial  incentives  for  providers  to  limit  care.    It  considered  stronger 
contract  management  and  adequate  staff  training  in  such  management  to  be  essential . 


California  Legislature,  Legislative  Analyst's  Office,  "Analysis  of  the  1994-1995  Budget 
Bill,"  (February  23,  1994). 

Background:  Medi-Cal  (Medicaid)  program  costs  rose  at  an  annual  rate  of  14  percent,  from  $3 
billion  in  1989-1990  to  an  estimated  $5.8  billion  in  1993-1994.    In  1992  the  legislature  granted 
the  State  Department  of  Human  Services  broad  authority  to  expand  Medi-Cal  beneficiary 
enrollment  in  managed  care,  to  achieve  program  savings.   Currently,  600,000  of  4.5  million 
beneficiaries  are  enrolled  in  managed  care.  The  department's  strategic  plan  assumes  that 
nearly  half  of  all  Medi-Cal  beneficiaries  will  be  enrolled  in  managed  care  by  the  end  of  1994- 
1995. 

Findings:  The  legislative  analyst  recommends  that  the  legislature  reevaluate  the  broad  authority 
for  this  expansion  that  it  previously  granted  the  department.   Current  Medi-Cal  reimbursem.ent 
rates  mean  that  the  department's  reliance  on  prepaid  health  plans  appears  not  to  be  cost- 
effective.  The  department's  plan  to  rely  on  a  single,  county-organized  managed  care  plan  and 
a  single  private  alternative  plan  could  give  the  latter  monopoly  power  to  demand  higher  rates 
of  Med-Cal  payments,  thereby  increasing  pressure  for  higher  rates  for  the  country  plan  as 
well. 
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Florida  Agency  for  Health  Care  Administration,  "Florida  Prepaid  Health  Plan  Review," 
(March  1995). 

Background:  In  December  1994,  widely  publicized  concerns  with  managed-care  marketing  and 
enrollment  practices  and  the  quality  of  care  for  Medicaid  beneficiaries  in  managed  care  plans 
caused  the  agency  to  suspend  expansion  of  plans'  Medicaid  enrollment  and  review  plan 
compliance  with  the  terms  of  their  Medicaid  contracts  with  the  agency. 


Findings:  Improvements  were  needed  in  the  areas  of  health  screening,  continuity  of  care, 
provider  credentialing,  peer  review,  marketing  practices  and  timely  disenrollment  from 
unsatisfactory  plans.   Plan  administration  expenses  ranged  as  high  as  52  percent  of  total  plan 
expenses,  compared  with  industry  standards  of  15  to  20  percent.   Some  plans  did  not  tell 
members  that  they  could  not  continue  seeing  their  primary  care  physicians,  or  failed  to 
schedule  initial  health  assessments  within  a  90-day  deadline.   Thirty-four  percent  did  not 
comply  with  a  requirement  to  establish  a  restricted  insolvency  protection  account  or  failed  to 
obtain  agency  approval  to  use  insolvency  reinsurance  as  an  alternative.   Other  problems 
included: 

•  Marketing.  Forty-one  percent  of  the  plans  did  not  comply  with  a  requirement  that 
their  department.   Agents  used  aggressive,  potentially  abusive  methods  to  enroll 
beneficiaries  at  food  stamp  sites  and  in  door-to-door  sales.   Beneficiaries  were  told 
incorrectly  that  they  would  lose  their  right  to  choose  their  own  provider  through 
mandatory  enrollment  in  an  alternative  plan  if  they  did  not  choose  an  agent's  plan. 
Agents  discouraged  enrollment  of  pregnant  women  and  beneficiaries  with  chronic  and 
other  high  cost  conditions  and  offered  such  inducements  as  life  and  disability  insurance 
policies  and  food  vouchers  for  choosing  their  plan. 

•  Quality  of  Care.   Approximately  40  percent  of  health  plans  did  not  monitor 
members'  ongoing  medical  conditions  or  maintain  enough  information  in  patient  charts 
to  permit  assessment  of  the  quality,  quantity,  appropriateness  and  timeliness  of  patient 
care.   A  third  of  the  plans  were  out  of  compliance  with  EPSDT  standards.    HCFA  has 
intervened  to  assist  the  state  revise  its  procurement  and  enforcement  procedures.  HCFA 
also  advised  the  state  on  the  elements  of  the  investigation,  accompanied  state  officials 
on  their  site  visits  to  plans,  and  assisted  in  preparation  of  the  final  report 


Daniels  v.  Wadley,  CivU  Action  No.  79-3107-NA-CV,  U.S.  District  Court  for  Middle 
District  of  Tennessee  (Motion  to  modify  consent  decree  and  for  further  relief),  (April 
1995). 

Background:  On  January  1,  1994,  Tennessee  converted  its  Medicaid  program  to  the  state-wide 
TennCare  demonstration  program,  requiring  enrollment  of  all  Medicaid  beneficiaries  in 
capitated  managed  care  plans.   The  conversion  was  permitted  under  waivers  of  certain 
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Medicaid  requirements  under  Section  1 1 15  of  the  Social  Security  Act.  This  Action  was 
brought  by  a  class  of  children  and  adults  who  allege  inter  alia  that  the  state  fails  to  enforce  its 
regulations  and  its  contracts  with  health  plans,  with  the  result  that  children  and  adults  are 
denied  necessary  medical  care  and  also  are  unable  to  appeal  the  denials  effectively.  Alleged 
problems  include: 


•  Delay  and  denial  of  approval  of  an  intestinal  transplant  for  a  toddler,  who 
suffered  liver  damage  while  awaiting  approval. 

•  Delay  and  denial  of  approval  of  oral  surgery  for  a  four-year  girl  who  is  unable  to 
eat  many  foods  and  has  persistent  pain  from  her  teeth. 

•  Denial  of  home  nursing  care  for  a  toddler  born  with  a  severe  congenital  anomaly. 
The  child's  plan  decided  that  his  mother  and  grandmother  should  provide  all  care  for 
him.  This  meant  that  the  mother  could  not  complete  her  education  and  the  grandmother 
could  not  return  to  work. 


United  States  General  Accounting  Office,  "Medicaid:  Oversight  of  Health  Maintenance 
Organizations  in  the  Chicago  Area,"  (GAO/HRD-90-81),  (August  1990). 

Background:  GAG  was  asked  to  evaluate  the  adequacy  of  federal  and  state  oversight  of 
Chicago-area  HMOs,  after  a  series  of  newspaper  articles  alleging  HMOs  were  providing  poor 
quality  care  to  Medicaid  recipients,  using  high-pressure  sales  tactics  and  forging  beneficiary 
application  signatures,  seriously  delaying  care  for  children  and  failing  to  provide  followup-care 
for  high-risk  infants. 

Findings:  There  were  exceptionally  small  risk  pools  for  physicians  who  subcontracted  to 
provide  care  for  Medicaid  enrollees  (thereby  raising  questions  about  financial  pressures  to 
withhold  need  care)'.    Illinois  Department  of  Public  Assistance  (IDPA)  audits  did  not  address 
financial  solvency  questions  or  the  enrollment  mix  of  these  subcontractors  (i.e.  whether  all 
their  enrollees  were  Medicaid  patients,  who  tend  to  have  higher  costs).   The  absence  of 


Funds  withheld  from  providers'  capitation  payments  financed  the  risk  pools,  which  were  mtended  to  finance  up 
to  $40,000  per  patient  hospital  care,  emergency,  home  health,  nursmg  care,  durable  medical  equipment  and 
ambulance  services.  The  size  of  such  pools  detenmnes  whether  a  provider  can  adequately  spread  the  financial  risk  of 
severe  illness  among  his  or  her  patients  or  faces  uncovered  costs  m  caring  for  patients.  A  provider  who  cannot 
adequately  spread  the  risk  may  face  severe  financial  pressure  to  withhold  needed  care.  While  5,000  enrollees  is 
considered  the  minimum  acceptable  pool  under  Medicare,  half  the  risk-based  providers  caring  from  the  plans' 
Medicaid  enrollees  had  fewer  than  1 ,000  enrollees  in  their  pools,  three  had  fewer  than  100  and  one  had  just  three. 
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appropriate  safeguards  created  "an  unacceptable  risk"  of  poor  quality  of  care  for  Medicaid 
recipients. 

There  were  marked  deficiencies  in  the  documentation  of  services  for  Chicago-are 
enrollees.  The  GAO  determined  that  incentive  payment  methods  used  to  control  the  use  of 
health  care  services  could  jeopardize  the  quality  of  care  provided  to  Medicaid  recipients.  The 
GAO  found  specifically  that  there  was  no  provision  that  HMOs  include  in  their  subcontract 
provisions  proof  of  financial  solvency,  develop  a  plan  for  insolvency  or  enroll  a  specified 
percent  of  patients  who  were  not  Medicaid  or  Medicare  enrollees.    IDPA  was  found  not  to 
have  gathered  or  analyzed  adequate  data  on  the  numbers  and  types  of  services  provided  to 
Medicaid  patients.   IDPA  also  was  found  to  be  slow  to  follow  up  on  potential  quality  of  care 
problems. 


United  States  General  Accounting  Office,  "Medicaid  Managed  Care:  Healthy  Moms, 
Healthy  Kids-A  New  Program  for  Chicago,"  (GAO/HRD-93-121),  (September  1993). 

Background:  In  1990  GAO  identified  problems  relating  to  the  adequacy  of  the  Illinois 
Department  of  Public  Aid  (IDPA)  management  controls  and  oversight  of  Chicago-area  HMOs 
that  serve  Medicaid  beneficiaries.   In  1990  reviews  conducted  by  HCFA  and  a  private 
contractor  concluded  that  quality  assurance  programs  were  so  fragmented  that  the  Chicago-area 
HMOs  could  not  assure  that  Medicaid  beneficiaries  were  receiving  medical  care  of  adequate 
quality. 

The  HCFA  and  private  reviews  concluded  that  IDPA's  oversight  was  inadequate  and 
that  HMOs  reviewed  few,  if  any  outpatient  services  for  either  the  quality  of  care  or  patient 
outcomes.   As  of  1990,  IDPA  had  not  required  participating  HMOs  to  submit  utilization  data 
and  when  IDPA  added  the  requirement  to  the  HMO  contracts,  it  did  not  also  include 
provisions  for  accurate  data.    Further,  IDPA  did  not  take  effective  followup  action  when 
potential  quality  of  care  problems  were  identified.   For  example,  IDPA  did  not  conduct  a 
survey  to  determine  whether  beneficiary  dissatisfaction  was  the  cause  of  widespread  HMO 
disenrollment.    In  1993,  GAO  was  asked  to  follow  up  on  the  problems  discussed  in  the  1990 
study. 

Findings:  While,  Healthy  Moms,  Healthy  Kids  offers  several  enhancements  to  encourage 
provider  participation,  as  of  1993,  there  were  no  real  data  on  performance  or  patient 
outcomes.  The  GAO  found  that  funding  cover  program  costs.  The  state  appropriation  for  the 
progiam  was  about  30  percent  less  than  the  amount  called  for  in  IDPA's  fiscal  year  1994 
budget.   The  GAO  determined  that  this  shortfall  in  funding  would  cause  some  delays  in 
enrolling  program  beneficiaries  and  result  in  a  portion  of  the  target  population  not  being 
initially  enrolled  in  the  program. 
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GAO's  primary  concerns  about  implemenution  included  the  effect  of  inadequate 
funding  and  the  need  to  attract  and  retain  a  sufficient  number  of  health  care  providers. 
Experience  with  previous  Illinois  programs  showed  many  providers  who  signed  up  never 
actually  provided  services  to  beneficiaries,  while  others  dropped  out  when  IDPA  was  late  in 
paymg  for  services. 

A  subsequent  HCFA  investigation  found  slow  enrollment,  poor  compliance  by  the 
contractor  and  more  than  $5  million  in  overpayments. 


[Health  and  Human  Services]  Office  of  Inspector  General  (OIG),  "Review  of 
Pennsylvania's  HealthPass  contracts  administered  by  Healthcare  Management 
Alternatives  (HMA)  for  the  period  April  6,  1989-December  31,  1991,"  (July  1992). 

Background:  Pennsylvania  contracted  with  managed  care  health  plans  to  provide  services  to 
Medicaid  beneficiaries  in  Philadelphia  under  the  state's  Health? ASS  program.  Services  were 
to  be  financed  under  fixed-rate  contracts.  The  HHS  Office  of  Inspector  General  (OIG)  was 
asked  to  investigate  one  of  the  participating  plans,  HMA,  with  regard  to  its  related-party 
transactions,  its  return  on  equity,  the  reasonableness  of  awarding  a  multi-hundred  million 
dollar  contract  to  an  entity  with  its  level  of  capitalization  and  other  matters. 


Findmgs:   The  plan's  profit  margins  significantly  exceeded  the  margin  considered  to  be 
appropriate  by  the  state  Department  of  Insurance  (DOI).  The  agency's  contract  did  not  permit 
early,  downward  renegotiation  to  secure  a  lower  rate  of  payment  to  the  plan. 


•  Although  the  plan  operated  at  much  less  financial  risk  than  other  HMOs  (according 
to  the  state  department  of  insurance  (DOI)),  it  paid  an  organization  owned  by  the 
spouse  of  the  plan 's  director  $12, 724,819  million  to  guarantee  a  $3,000,000  line  of 
credit. 

•  The  plan  also  paid  two  of  its  corporate  owners  a  total  of  $8,736,000  for 
"management"  services  and  refused  auditors'  requests  to  explain  what  these  services 
were.  It  made  unsecured,  interest-free  loans  with  no  repayment  terms  to  plan 
owners/directors  and  affiliates.   (When  queried  by  auditors,  the  plan  characterized 
these  expenses  as  "interim  payments"  although  internal  records  showed  them  as  loans 
for  which  the  plan  had  accepted  repayments.) 

The  state's  contract  with  the  plan  did  not  prohibit  such  related  party  transactions, 
although  they  are  not  appropriate  under  generally  accepted  accounting  principles. 
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•  The  plan  "ranked  poorly"  with  regard  to  its  low  equity  level,  raising  questions  of 
its  capacity  to  pay  short-term  costs.  (Low  levels  of  equity  may  also  invite  owners  of  a 
business  to  abandon  it  rather  than  improving  it  to  protect  their  investment).   The 
agency  generally  did  not  enforce  penalties  for  plan  failure  to  meet  requirements  for 


reporting  hospital  usage  and  other  matters. 


United  States  General  Accounting  Office,  "Medicaid:  HealthPASS:  An  Evaluation  of  a 
Managed  Care  Program  for  Certain  Philadelphia  Recipients,"  (GAO/HRD-93-67),  (May 
1993). 

Background:  A  year  after  the  OIG  report  described  above,  GAO  was  asked  to  examine  several 
aspects  of  the  Pennsylvania  HealthPASS  program  as  administered  by  Healthcare  Management 
Alternatives  (HMA),  to  determine  whether  beneficiaries  receiving  timely  and  appropriate 
pregnancy-related  care.  Early  and  Periodic  Screening.   Diagnostic  and  Treatment  (EPSDT) 
services  for  children  and  services  of  the  Special  Supplemental  Food  Program  for  Women, 
Infants,  and  Children  (WIC). 


Findings:  At  the  time  of  the  review,  74,  200  of  the  program's  76,000  members  were  women 
and  children;  most  were  considered  to  be  at  high  risk  for  poor  health  outcomes  because  of 
poverty  and  other  factors.  HealthPASS  was  contractually  obligated  to  coordinate  and  assure 
appropriateness  of  health  care  for  members  and  to  conduct  effective  outreach  and  member 
education  programs  as  well  as  financing  care  on  a  capitated  basis. 

The  GAO  found  that  only  25  percent  of  pregnant  enrollees  used  pregnancy-related 
services  early  and  often  enough.  Inadequate  service  use  and  high  rates  of  premature  births  and 
low  birthweight  were  not  materially  different  from  those  in  the  Medicaid  fee-for-service 
comparison  populations.  Many  children  were  not  being  immunized  or  tested  for  vision  and 
hearmg  problems,  lead  poisoning  or  sickle  cell  anemia,  or  receiving  other  mandatory  EPSDT 
preventive  services.  Some  physicians  were  unaware  of  EPSDT  requirements  and  necessary 
appointments  were  not  being  scheduled.  HealthPASS  outreach  programs  and  increased 
physician  payments  incentives  did  not  increase  the  number  of  EPSDT  services  significantly. 

Women  enrolled  in  HealthPASS  (like  those  using  fees  for  service  Medicaid  providers) 
had  a  high  incidence  of  untreated  substance  abuse  and  other  health  problems  that  result  in  poor 
pregnancy  outcomes;  both  groups  also  had  difficulty  in  using  services  because  of  transportation 
and  child-care  problems. 


United  States  General  Accounting  Office,  "Medicaid:  Oregon's  Managed  Care  Program 
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and  Implication  for  Expansions,"  (GAO/HRD-92-89),  (June  1992). 

Background:  In  response  to  Oregon's  proposal  to  triple  its  Medicaid  enrollment  in  managed 
care,  GAO  conducted  a  review  focused  on  problems  identified  in  similar  programs  in  other 
states.  GAO  focused  on  questions  of  access  to  care,  quality  of  services,  and  financial  oversight 
of  managed  care  plans. 


Findings:  Reviews  of  Medicaid  managed  care  programs  between  1984  and  1989  identified 
potential  problems  with  access  to  care,  quality  of  services,  and  oversight  of  provider  reporting, 
disclosure  and  solvency. 

Oregon's  proposal  projected  $204.6  million  in  additional  federal  and  state  expenditures 
adjusted  for  inflation  during  the  5  years  of  the  demonstration,  contrary  to  HCFA's  policy  that 
such  new  programs  should  not  cost  the  federal  government  more  than  the  program  already  in 
place.    Furthermore,  during  1991,  problems  related  to  health  plan  capacity  and  the  availability 
of  primary  care  physicians  were  reported  in  8  of  the  10  counties  in  which  the  program  was 
operating.    Medicaid  enrollees  formal  grievances  involved  patient  requests  to  change  primary 
care  physicians,  obtain  services  denied  by  their  PCOs,  or  have  the  PCO  pay  for  medical 
services  obtained  outside  the  plan. 

The  GAO  found  that  patients  frequently  mentioned  problems  with  access  to  emergency 
room  services,  especially  in  obtaining  authorization  for  emergency  care  on  weekends  or  after 
hours.    Further,  clients  cited  difficulties  enrolling  in  their  preferred  plan,  finding  a  physician 
within  the  plan,  or  changing  physicians.   The  greatest  difficulty  was  in  finding  obstetrical 
services.   Additionally,  well-child  health  screening  services  were  identified  by  both  Oregon 
Professional  Review  Organization(OMPRO)  and  GAO  as  needing  improvement. 

GAO  urged  HCFA  to  direct  Oregon  to  continue  to  improve  quality  assurance  activities, 
and  to  demonstrate  (through  binding  letters  of  intent  or  other  means)  that  adequate  health  plan 
and  physician  capacity  are  in  place  before  allowing  the  state  to  implement  the  project. 
Furthermore  GAO  recommended  improving  monitoring  of  contractor  financial  solvency  and 
requiring  Oregon  to  meet  Medicaid  disclosure  requirements. 


United  States  General  Accounting  Office,  "Medicaid:  States  Turn  to  Managed  Care  to 
Improve  Access  and  Control  Costs,"  (GAO/T-HRD-93-10),  (March  1995). 

Background:  In  light  of  anecdotal  reports  of  problems  (including  limitations  on  access  to  care; 
poor  quality  of  services,  weak  oversight  of  providers'  financial  reporting;  disclosure  of 
ownership  and  solvency),  GAO  surveyed  Medicaid  officials  in  50  states  and  the  District  of 
Columbia  with  regard  to  managed  care. 
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Findings:   GAO  concluded  that  it  was  doubtful  whether  Medicaid  beneficiaries  were  achieving 
better  outcomes  under  the  Medicaid  managed  care  system.  The  t]uality  of  care  generally 
matched  traditional  fee-for-service  care.   Although  states  reported  cost  savings  over  fee-for- 
service,  these  results  were  disputed  by  experts.   GAO  concluded  that  both  HCFA  and  states 
needed  to  ensure  adequate  quality  assurance  systems  and  financial  safeguards.   GAO  further 
found  that  while  HCFA  had  introduced  a  quality  assurance  initiative  and  a  requirement  that 
states  review  plans'  financial  reports  for  solvency,  ownership  and  control,  there  were  still  no 
requirements  for  monitoring  the  financial  condition  and  solvency  of  the  subcontractors  who 
actually  provide  managed  care  for  Medicaid  beneficiaries. 


Wisconsin  Health  Department,  "Measles  in  Milwaukee,"  Wisconsin  Medical  Journal 
(1990). 

Background:  Between  1989  and  1990  a  major  measles  outbreak  occurred  in  the  City  of 
Milwaukee.   The  outbreak  led  to  more  than  1000  cases,  70  percent  of  which  involved  children 
under  age  four.   Twenty-six  percent  of  those  infected  required  hospitalization.   With  the 
assistance  of  the  Centers  for  Disease  Control  and  Prevention,  officials  in  the  city  helath 
department  examined  the  causes  and  costs  of  the  outbreak. 

Findings:  Seventy  percent  of  reported  measles  cases  in  infants  and  toddlers  occured  in  AFDC 
children  enrolled  as  Medicaid  beneficiaries  in  managed  care  organizations.   Among  the 
infected  children,  67  percent  had  not  been  vaccinated  against  measles,  30  percent  regularly 
used  hospital  emergency  rooms  for  primary  care,  and  25  percent  reported  no  personal 
physician.   The  health  department  concluded  that  considering  the  attendant  costs  [of  the 
outbreak]  (more  than  $1.5  million  in  hospitalization  costs  in  1989  alone)  it  was  clearly  in  the 
economic  interest  of  the  HMOs  to  aggressively  pursue  immunizing  their  pediatric  clients.   Yet 
only  one  of  six  HMOs  expended  significant  new  resources  to  do  so.    As  of  February,  1990, 
the  city  health  department  had  immunized  approximately  1 1,000  HMO  enrollees  free  of 
charge,  thereby  saving  the  HMOs  approximately  $300,000  (with  savings  at  least  doubled  if 
physician  administration  costs  are  factored  in). 
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Mr.  BILIRAKIS.  Thank  you  very  much. 
Well,  Mr.  Scanlon,  finally. 

STATEMENT  OF  WILLIAM  J.  SCANLON 

Mr.  Scanlon.  Thank  you  very  much,  Mr.  Chairman.  The  GAO 
is  very  pleased  to  be  here  today  to  speak  to  you  while  you  consider 
your  review  of  the  Medicaid  program.  What  I  will  discuss  is  pri- 
marily aspects  of  Medicaid's  recent  use  of  section  1115  demonstra- 
tion waivers,  and  most  of  my  remarks  are  based  on  a  report  that 
we  issued  for  the  House  Budget  Committee  this  April,  which  was 
entitled  "Medicaid:  Spending  Pressures  Drives  States  Toward  Pro- 
gram Reinvention". 

As  you  know,  the  growth  of  the  Medicaid  program,  which  spent 
$142  billion  in  1994  is  outpacing  even  Medicare,  and  this  is  hap- 
pening at  a  time  when  many  States  are  feeling  pressure  financially 
and  are  seeking  ways  to  provide  care  to  their  uninsured  popu- 
lations. As  you  indicated  in  your  opening  remarks  yesterday,  States 
are,  one  by  one,  reinventing  their  Medicaid  programs  using  the  au- 
thorities of  section  1115  waivers.  This  phenomenon  illustrates  the 
difficulty  of  controlling  Medicaid  costs  under  the  current  program 
structure. 

Section  1115  waivers  do  free  States  from  certain  Medicaid  re- 
strictions on  the  use  of  managed  care  delivery  systems  and  allow 
States  to  expand  Medicaid-financed  coverage  to  individuals  not  nor- 
mally eligible  for  Medicaid.  As  we  have  heard,  HCFA  has  approved 
for  implementation  10  statewide  demonstration  waivers,  and  an- 
other 13  States  either  have  submitted  applications  or  have  held 
discussions  with  HCFA  about  a  statewide  demonstration. 

Medicaid's  restrictions  on  State  use  of  managed  care  reflect  his- 
torical concerns  over  quality.  In  the  1970's,  reports  on  quality-of- 
care  problems  in  Medicaid  managed  care  prompted  the  Congress  to 
enact  certain  provisions  to  improve  quality  assurance.  States  feel, 
though,  that  the  resulting  restrictions  unduly  hamper  their  efforts 
to  contract  with  managed  care  networks.  While  HCFA  has  agreed 
to  waive  these  requirements,  the  terms  and  conditions  of  section 
1115  waivers  do  require  States  to  operate  alternative  quality  assur- 
ance systems  and  to  collect  medical  encounter  data  so  they  can 
monitor  service  use  and  access. 

Several  States  are  also  expanding  their  Medicaid  programs 
through  waivers  by  providing  benefits  to  individuals  that  would  not 
normally  quahfy  for  Medicaid.  According  to  documents  States  sub- 
mitted to  obtain  waivers,  a  total  of  almost  3  million  new  bene- 
ficiaries would  be  added  in  the  10  States  with  waivers  approved 
since  1993.  While  freeing  States  to  implement  managed  care  cost 
containment  strategies,  section  1115  waivers  in  the  long  run  could 
undermine  efforts  to  contain  Federal  spending.  Our  analysis  sug- 
gests some  approved  statewide  section  1115  waivers  may  not  be 
budget  neutral,  and  the  granting  of  additional  waivers  merits  fur- 
ther scrutiny  for  the  following  three  reasons. 

First,  the  administration  is  allowing  States  to  apply  the  Federal 
share  of  Medicaid  savings  to  managed  care  to  finance  coverage  of 
additional  populations  not  included  under  Medicaid  law.  At  issue 
is  whether  the  Federal  Treasury  should  benefit  from  these  savings 


214 

and  whether  eHgibility  be  made  available  for  new  groups  only  after 
congressional  debate  and  legislative  action. 

Second,  the  administration's  method  for  determining  budget  neu- 
trality may  allow  States  access  to  more  Federal  funding  than  they 
woula  likely  receive  without  the  waiver.  Relative  to  overall  Medic- 
aid spending,  the  amount  of  new  Federal  dollars  potentially  at 
stake  currently  is  small,  but  how  the  administration  assesses  the 
budget  neutrality  of  additional  waiver  proposals  may  greatly  affect 
Medicaid  spending  in  years  to  come. 

Related  to  this  issue  of  determining  what  counts  as  new  Federal 
money  is  the  problem  of  tracking  DSH  money,  those  subsidies  that 
Medicaid  pays  to  hospitals  with  a  disproportionate  share  of  low-in- 
come patients.  Under  Medicaid  law,  the  growth  in  a  State's  DSH 
payments  cannot  exceed  a  statutory  limit.  However,  for  at  least  one 
State  that  obtained  a  waiver,  DSH  payments  were  figured  into  the 
budget  baseline  and  can  be  redirected  for  other  uses.  As  DSH  be- 
comes indistinguishable  from  other  spending,  actual  growth  in 
DSH  payments  is  indeterminate. 

The  third  point  is  that  Congress  may  find  it  difficult  to  scale 
back  section  1115  waivers  if  they  prove  more  costly  than  forecast. 
A  demonstration  waiver,  grantea  for  a  limited  period  of  time,  may 
be  a  shortsighted  approach  to  reducing  States'  uninsured  popu- 
lations. If  at  the  end  of  5  years  the  demonstrations  have  cost  much 
more  than  estimated,  the  Congress  may  face  the  choice  of  either  in- 
creasing Federal  funding  or  relying  on  the  States  to  reduce  benefits 
or  deny  coverage  to  hundreds  of  thousands  of  persons  newly  en- 
rolled under  the  waivers. 

In  conclusion,  we  must  recognize  that  the  tens  of  millions  of 
Americans,  not  only  poor  mothers  and  children,  but  also  poor  elder- 
ly, blind  and  disabled  individuals,  depend  upon  the  health  care 
made  possible  by  the  Medicaid  program.  We  must  also  recognize 
that  the  program's  projected  double-digit  inflation  rate  is  not  con- 
sistent with  efforts  to  bring  the  Federal  deficit  under  control.  Re- 
quiring States  to  obtain  a  waiver  approval  in  order  to  pursue  man- 
aged care  strategies  may  hamper  their  cost  containment  efforts. 
However,  current  program  restrictions  on  managed  care  were  in- 
tended to  reinforce  quality  assurance.  In  relaxing  these  restric- 
tions, continuous  oversight  of  managed  care  is  essential  to  protect 
Medicaid  beneficiaries  from  inappropriate  denial  of  care  and  Fed- 
eral dollars  from  payment  abuses. 

Finally,  we  believe  the  potential  for  increased  spending  of  Fed- 
eral funding  under  the  future  statewide  demonstration  waivers 
warrants  close  scrutiny  of  the  section  1115  waiver  authority. 

Thank  you,  Mr.  Chairman.  That  concludes  my  statement. 

[The  prepared  statement  of  William  J.  Scanlon  follows:] 

Prepared  Statement  of  William  J.  Scanlon,  Associate  Director,  Health 
Financing  Issues,  Health,  Education,  and  Human  Services  Division,  GAO 

Mr.  Chairman  and  Members  of  the  Subcommittee:  We  are  pleased  to  be  here 
today  to  discuss  the  impUcations  of  states'  efforts  to  reinvent  their  Medicaid  pro- 
grams through  the  authority  granted  under  section  1115  waivers.  Our  April  1995 
report  on  Medicaid  spending  pressures  provides  details  on  this  subject. ^  In  it,  we 
examine  (1)  federal  and  state  Medicaid  spending  trends,  (2)  states'  efforts  to  contain 


^Medicaid:  Spending  Pressures  Drive  States  Toward  Program  Reinvention  (GAO/HEHS-95- 
122,  Apr.  4,  1995). 
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Medicaid  costs  and  expend  coverage  through  waivers  of  certain  federal  require- 
ments, and  (3)  the  potential  impact  of  the  waivers  on  federal  spending. 

As  you  know,  the  growth  of  the  Medicaid  program,  on  which  federal  and  state 
governments  spent  $142  billion  in  1994,  outpaces  that  of  most  major  items  in  the 
federal  budget,  including  Medicare.  Without  some  modification,  spending  could  dou- 
ble in  the  next  5  to  7  years.  Medicaid  is  also  the  fastest  growing  component  in  most 
state  budgets  at  a  time  when  states  are  feeling  pressured  by  many  financial  con- 
straints and  when  many  are  looking  for  ways  to  provide  care  to  their  uninsured  pop- 
ulations. 

In  response,  states  are  one  by  one  reinventing  their  Medicaid  programs  under  the 
authority  of  section  1115  waivers.  Named  for  section  1115(a)  of  the  Social  Security 
Act,  these  waivers  free  states  from  certain  Medicaid  restrictions  on  the  use  of  man- 
aged care  delivery  systems.  They  also  allow  states  to  expand  Medicaid-financed  cov- 
erage to  individuals  not  normally  eligible  for  Medicaid.  For  example,  Tennessee's 
waiver  program,  in  operation  since  January  1994,  has  expanded  coverage  to  an  ad- 
ditional 438,000  individuals  who  were  not  previously  eligible  under  the  state's  tradi- 
tional Medicaid  program. 

In  essence,  requiring  states  to  obtain  federal  waiver  approval  in  order  to  pursue 
their  managed  care  strategies  is  burdensome  and  may  hamper  their  cost  contain- 
ment efforts.  Furthermore,  allowing  the  waiver  process  to  be  used  to  expand  cov- 
erage to  hundreds  of  thousands  of  additional  individuals  without  the  consultation 
and  concurrence  of  the  Congress  appears  inappropriate.  The  result  of  these  waivers 
could  lead  to  a  heavier  financial  burden  on  the  federal  government. 

In  this  statement  I  will  present  a  more  detailed  look  at  Medicaid's  growing  ex- 
penditures, describe  states'  efforts  to  obtain  section  1115  waivers,  and  summarize 
the  expenditure  forecast  of  programs  operating  with  waivers. 

Medicaid  Consumers  Growing  Share  of  Federal  Budget 

In  1994,  federal  and  state  governments  spent  $104  billion  more  on  Medicaid  than 
they  did  a  decade  previously.  Currently,  Medicaid  consumes  about  6  percent  of  all 
federal  outlays — 3  times  the  share  devoted  to  Food  Stamps  and  five  times  the  share 
devoted  to  Aid  to  Families  With  Dependent  Children.  The  Congressional  Budget  Of- 
fice projects  Medicaid's  annual  growth  rate  at  over  10  percent  for  the  next  several 
years.  Medicaid  has  also  grown  rapidly  in  size.  In  1994,  Medicaid  served  more  than 
35  million  beneficiaries,  which  was  an  increase  of  more  than  13  million  beneficiaries 
since  1984. 

Creative  financing  approaches  used  by  states  to  leverage  additional  federal  dollars 
contributed  to  the  cost  growth  in  recent  year's.  Part  of  each  approach  involved  mak- 
ing payments  to  hospitals  that  served  a  disproportionate  share  of  Medicaid  and 
other  low-income  patients.  These  federal  and  state  payments  exploded  from  a  few 
hundred  million  dollars  in  1989  to  over  $17  billion  in  1992.  Although  legislation  has 
limited  the  growth  of  these  payments  to  disproportionate  share  hospitals  since  1993, 
the  gaming  of  these  payments  in  some  states  has  both  increased  the  level  and  af- 
fected the  distribution  of  current  and  future  Medicaid  spending.  States  now  seek 
section  1115  waivers,  which  can  allow  disproportionate  share  payments  to  be  built 
their  programs'  baselines  and  then  to  be  redirected  to  other  uses.  There  is  a  risk 
that  these  waiver  agreements  will  allow  the  statutory  limits  on  disproportionate 
share  payment  growth  to  be  implicitly  exceeded  in  some  states. 

Other  factors  also  worked  to  increase  Medicaid  costs:  more  beneficiaries,  medical 
inflation,  and  higher  utilization  of  services.  Although  many  of  the  new  beneficiaries 
were  pregnant  women  and  children  made  eligible  by  congressional  mandates  en- 
acted since  1984,  the  addition  of  this  group  played  a  less  significant  role  in  increas- 
ing Medicaid  costs  because  these  individuals  are  relatively  inexpensive  to  serve. 
While  medical  inflation  is  currently  much  lower  than  before,  the  number  of  elderly 
and  individuals  with  disabilities  receiving  Medicaid  benefits  continues  to  grow  rap- 
idly. While  this  is  a  relatively  small  group,  it  accounts  for  a  large  share  of  program 
cost^about  two-thirds  of  Medicaid  dollars  go  to  one-fourth  of  the  beneficiaries. 
States  Seek  Section  1115  Waivers  To  Contain  Costs  and  Expand  Coverage 

To  deal  with  pressures  to  contain  costs  while  confronting  the  problem  of  the  unin- 
sured, a  number  of  states  are  turning  to  section  1115  waivers.  These  waivers  ad- 
dress states'  needs  in  two  ways:  they  allow  states  greater  flexibility  to  test  such  cost 
containment  strategies  as  capitated  managed  care,  and  they  allow  states  to  expand 
program  eligibility  beyond  traditional  Medicaid  populations.  Since  1993,  the  Health 
Care  Financing  Administration  (HCFA),  which  oversees  the  Medicaid  program,  has 
approved  for  implementation  10  statewide  demonstration  waivers:  Oregon,  Hawaii 
Kentucky   Tennessee,  Rhode  Island,  Florida,  Ohio,  Massachusetts,  Minnesota,  and 
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Delaware. 2  However,  only  four  states — Oregon,  Hawaii,  Tennessee,  and  Rhode  Is- 
land— have  statewide  demonstration  programs  operating,  and  only  Tennessee's  and 
Oregon's  programs  have  been  in  operation  for  a  full  year.^  Another  13  states  either 
have  submitted  applications  or  have  held  discussions  with  HCFA  about  statewide 
demonstrations. 

These  section  1115  waivers  allow  states  to  contract  with  managed  care  organiza- 
tions that  enroll  few  or  no  private  patients.  In  other  words,  the  "75-25  rule"  has 
been  waived.  This  rule  stipulates  that,  to  serve  Medicaid  beneficiaries,  25  percent 
of  a  plan's  total  enrollment  must  consist  of  private-paying  patients.  The  principle 
behind  this  restriction  is  that  a  health  plan's  ability  to  attract  private  enrollees  can 
serve  as  one  assurance  of  quality. 

The  waivers  also  permit  states  to  require  beneficiaries  to  enroll  in  their  health 
plans  for  longer  periods  than  Medicaid  tjrpically  requires.  Allowing  beneficiaries  to 
choose  to  disenroll,  as  normally  permitted  by  Medicaid,  makes  managed  care  organi- 
zations' planning  for  financial  stability  difficult  and,  therefore,  makes  the  enroll- 
ment of  Medicaid  beneficiaries  less  attractive, 

Medicaid's  restrictions  on  states'  use  of  managed  care  reflect  historical  concerns 
over  quality.  In  the  1970s,  reports  on  quality  of  care  problems  in  Medicaid  managed 
care  prompted  the  Congress  to  enact  certain  provisions  to  improve  quality  assur- 
ance. States  believe  that  the  75-25  rule  and  Medicaid's  prohibition  against  locking 
enrollees  into  a  plan  for  an  extended  period  unduly  hamper  their  efforts  to  contract 
with  managed  care  networks.  While  HCFA  has  agreed  to  waive  some  of  the  tradi- 
tional requirements  aimed  at  ensuring  managed  care  quality,  the  terms  and  condi- 
tions of  section  1115  waivers  require  states  to  operate  quality  assurance  systems 
and  to  collect  medical  encounter  data  to  make  evaluations  of  service  use  and  access 
possible. 

In  addition  to  implementing  widescale  managed  care,  several  states  are  also 
greatly  increasing  the  scope  of  their  programs  by  providing  benefits  to  individuals 
who  would  not  normally  qualify  for  them.  According  to  the  states'  initial  waiver  pro- 
posals, a  total  of  almost  3  million  new  beneficiaries  could  be  added  in  the  10  states 
with  waivers  approved  since  1993.  If  similar  coverage  expansions  are  approved  for 
more  and  bigger  states,  the  federal  government  (as  well  as  the  states)  could  be  pro- 
viding health  insurance  for  millions  more  beneficiaries. 

Some  States'  Section  1115  Demonstrations  Could  Increase  Federal  Spending 

Section  1115  waivers,  while  freeing  states  to  implement  managed  care  cost  con- 
tainment strategies,  coiild  in  the  long  run  undermine  efforts  to  contain  federal  ex- 
penditures. Our  analysis  disputes  the  administration's  assertion  that  all  the  ap- 
proved statewide  section  1115  demonstrations  are  budget  neutral.  It  suggests  that 
the  granting  of  additional  section  1115  waivers  merits  ftirther  scrutiny  for  the  fol- 
lowing reasons: 

— The  administration  is  allowing  states  to  apply  the  federal  share  of  Medicaid  sav- 
ings from  managed  care  to  finance  coverage  of  additional  populations  not  in- 
cluded under  Medicaid  law.  The  administration  and  states  assume  that  the  en- 
rollment of  the  Medicaid  populations  in  capitated  managed  care  will  save  states 
enough  money  to  cover  additional  low-income  people  at  no  extra  cost  to  the  fed- 
eral government.  Even  if  the  proposed  demonstrations  will  not  require  new  fed- 
eral dollars,  the  administration's  approval  of  coverage  expansions  means  that 
anticipated  Medicaid  cost  savings  (from  more  aggressive  use  of  capitated  care) 
will  not  be  used  to  reduce  federal  spending. 

At  issue  is  whether  or  not  the  federal  treasury  should  benefit  from  these  sav- 
ings and  eligibility  be  made  available  for  new  groups  only  after  congressional 
debate  and  legislative  action. 
— The  administration's  method  for  determining  budget  neutrality  may  allow  states 
access  to  more  federal  funding  than  they  would  have  received  without  the  waiver. 
Our  examination  of  four  states'  proposed  demonstrations  suggests  that  claims 
of  budget  neutrality  for  these  states  may  not  be  sustainable  in  all  cases.  While 
Tennessee's  demonstration  project  may  be  budget  neutral,  the  demonstrations 
in  Florida,  Hawaii,  and  Oregon  may  require  increased  financial  commitment 
from  the  federal  government.  Relative  to  overall  Medicaid  spending,  the  amount 
of  new  federal  dollars  spent  in  states  with  approved  section  1115  waivers  is 
small.  However,  the  methods  used  by  the  administration  to  assess  the  budget 


^  Listed  in  order  of  waiver  approval. 

8  See  Medicaid:  Experience  With  State  Waivers  to  Promote  Cost  Control  and  Access  to  Care 
(GAq/T-HEHS-95-115,  Mar.  23,  1995)  for  a  discussion  of  the  barriers  to  obtaining  and  imple- 
menting a  section  1115  waiver. 
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neutrality  of  pending  and  future  waiver  proposals  may  greatly  affect  federal 
Medicaid  spending  in  the  years  to  come. 
— The  Congress  may  find  it  difficult  to  scale  hack  section  1115  demonstrations  if  they 
prove  more  costly  than  forecast.  A  demonstration  waiver,  granted  for  a  limited 
period,  may  be  a  shortsighted  approach  to  reducing  states'  uninsured  popu- 
lations. If  at  the  end  of  5  years  the  demonstrations  have  cost  much  more  than 
estimated,  the  Congress  may  face  the  choice  of  increasing  federal  funding  or  re- 
lying on  the  states  to  reduce  benefits  or  deny  coverage  to  hundreds  of  thousands 
of  people  newly  enrolled  under  the  waivers. 

Concluding  Observations 

Over  35  million  Americans — not  only  poor  mothers  and  children,  but  also  poor  el- 
derly, blind,  and  disabled  individuals^epend  upon  health  care  made  possible  by 
the  Medicaid  program.  However,  the  program's  projected  double-digit  spending 
growth  rate  imperils  efforts  to  bring  the  federal  deficit  under  control.  Consistent 
with  the  Subcommittee's  interest  in  constraining  federal  spending,  states  believe 
they  need  the  flexibility  to  manage  their  respective  programs.  Requiring  states  to 
obtain  waiver  approval  to  aggressively  use  managed  care  strategies  may  hamper 
their  cost  containment  efforts.  Yet,  because  current  program  restrictions  on  man- 
aged care  were  designed  to  reinforce  quality  assurance,  in  the  absence  of  these  re- 
strictions, continuous  oversight  of  managed  care  systems  is  essential  to  protect  both 
Medicaid  beneficiaries  from  inappropriate  denial  of  care  and  federal  aollars  from 
payment  abuses.  Finally,  we  believe  that  the  potential  for  increased  federal  spend- 
ing under  future  statewide  demonstrations  warrants  close  scrutiny  of  the  section 
1115  waiver  approvals. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  At  this  time,  I  will  be 
happy  to  answer  any  questions  you  or  the  other  Subcommittee  members  may  have. 

Mr,  BiLlRAKlS.  Thank  you,  Mr.  Scanlon.  I  am  glad  you  were  fi- 
nally able  to  get  your  testimony  in. 

Mr.  SCANLON.  I  am  pleased  too. 

Mr.  BiLlRAKls.  Ms.  Wehr,  again  presupposing  that  the  block 
grant  concept  that  most  of  us  seem  to  be  favoring  will  take  place 
with  the  flexibility,  with  strings  being  attached,  et  cetera,  and  not 
even  getting  into  the  financing  end  of  it,  all  which  is  something 
that  has  to  be  worked  out,  but  would  be  worked  out  on  a  formula 
that  would  be  different  than  what  has  been  talked  about  here 
today — but  taking  all  that  into  consideration,  you  mentioned  the 
managed  care  plans,  and  maybe  it  is  my  word,  but  the  "safeguards" 
that  would  be  required.  Do  you  have  any  suggestions  in  terms  of 
how  that  can  be  worked  out? 

I  know  Dr.  Wilensky,  I  would  like  to  ask  her  the  same  question. 
There  should  be  additional  options  and  that  is  going  to  be  one  of 
them,  in  all  probability,  in  one  form  or  another.  In  Medicaid,  it  al- 
most appears  like  managed  care  is  probably  something  that  vir- 
tually all  the  States  under  the  new  concepts  are  going  to  have  to 
goto. 

But  we  are  talking  about  cutting  the  strings,  on  one  hand,  and 
on  the  other  hand,  we  are  talking  about  safeguards.  So  that  has 
to  be  handled,  I  believe,  very  delicately  because  then  we  are  right 
back  mandating  again.  So  do  you  have  any  response  to  that? 

Ms.  Wehr.  Yes,  I  do.  I  have  several  responses. 

Mr.  BiLiRAKls.  Good. 

Ms.  Wehr.  In  our  work  at  the  Center,  we  have  been  analyzing 
contracts,  subcontracts  that  Medicaid  managed  care  plans  have 
with  State  Medicaid  agencies  to  take  care  of  populations,  and  then 
we  are  beginning  a  project  on  the  full  contracts.  We  are  very  con- 
cerned by  what  we  see,  or  more  particularly,  what  we  do  not  see 
in  those  contracts.  As  you  can  understand,  contracting  is  a  private 
agreement  between  two  parties  to  buy  and  to  sell,  but  often  one 
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cannot  read  these  contracts  and  understand  precisely  what  are  the 
benefits  that  the  State  expects  it  to  be  paying  for. 

So  one  problem  is  lack  of  clarity  and  what  actually  is  going  to 
be  bought,  what  will  actually  be  done  by  managed  care.  And  this 
can  be  done — people  are  unhappy  with  regulation.  There  should  be 
clarity  somewhere,  either  at  the  contract  level  or  at  the  regulatory 
level  or  at  the  Federal  specification  level,  as  to  where  the  money 
is  going,  because  without  that  clarity,  you  cannot  make  any  judg- 
ment about  whether  it  is  being  spent  appropriately  or  not. 

A  second  thing  that  we  are  not  seeing  in  the  contracts  that  con- 
cerns us  a  great  deal  is  any  very  clear  description  of  appeals  proc- 
esses for  when  something  goes  badly  wrong. 

Mr  BILIRAKIS,  Forgive  me  for  interrupting,  but 

Ms.  Wehr.  Yes? 

Mr.  BiLlRAKlS.  The  contracts  would  be  under  the  concepts  of — the 
block  grant  concepts  certainly,  and  as  it  is  now,  between  the  States 
and  the  providers? 

Ms.  Wehr.  Yes. 

Mr.  BiLlRAKiS.  But  I  guess  I  am  concerned  about  what  safe- 
guards, if  any,  should  be  made  a  part  of  the  block  grant  concept 
from  the  standpoint  of  the  Federal  Government  to  try  to  ensure,  to 
some  degree  at  least,  that  the  managed  care  plans  will  not  perform 
badly. 

Ms.  Wehr.  I  would  suggest  as  a  condition  of  receiving  the  money 
that  the  contractual  arrangements  with  private  managed  care  orga- 
nizations be  as  clear  as  possible.  I  would  suggest  that  as  a  condi- 
tion of  receiving  the  Federal  grant  money  that  appeals  processes  be 
available  for  individuals  in  these  plans.  It  is  the  only  real-time 
quality  control  one  has. 

You  may  have  seen  a  story  in  The  Washington  Post,  I  believe 
yesterday,  about  a  State  investigation  of  these  Maryland  Medicaid 
managed  care  plans  improperly  buying  from  State  welfare  officials 
names  and  addresses  of  welfare  recipients.  The  investigation  start- 
ed because  of  400  calls  to  a  State  hotline. 

Consumers  can  be  a  very  source  of  what  is  ongoing,  real-time  in- 
formation of  what  is  wrong  with  a  system  and  to  correct  it  in  a 
market  situation.  But  it  cannot  happen  if  they  do  not  have  any 
rights  and  if  it  is  not  arranged  for  at  some  level  of  the  health  care 
system. 

Mr.  BiLiRAKTS.  So  are  you  suggesting  that  the  Federal  Govern- 
ment should,  as  they  now  do  with  1115's,  review  every  one  of  these 
contracts  before  they  bless  them,  so  to  speak. 

Ms.  Wehr.  Well,  reviewing  the  contracts  can  be  timely,  but  be- 
fore one  reviews,  one  has  to  have  a  standard  against  which  to  re- 
view it.  I  am  saying,  the  Federal  Government  needs  to  think  very 
carefully  and  be  prudent  about  how  it  spends  this  enormous 
amount  of  Medicaid  money. 

If  I  may  add  one  thing,  in  listening  to  the  debate  over  the  last 
weeks  and  months  about  whether  this  program  should  be  block- 
granted  or  should  remain  an  entitlement,  I  am  struck  by  the  de- 
gree to  which  entitlement  is  equated  with  rigid  rules.  Both  entitle- 
ments and  block  grants  are  funding  mechanisms.  There  is  nothing 
about  an  entitlement,  per  se,  that  says  it  has  to  come  attached 
with  many,  many,  many  rules. 
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Certainly  a  large  accumulation  has  built  up  over  time  with  Med- 
icaid. Conversely,  there  is  nothing  about  a  block  grant,  per  se,  as 
a  funding  mechanism  that  says  it  cannot  come  with  dozens  and 
dozens  of  strings  attached.  I  would  hope  that  those  two  issues  be- 
come separate  as  you  consider  this. 

Mr.  BILIRAKIS.  Dr.  Wilensky. 

Ms.  Wilensky.  I  think  we  have  to  remember  where  we  are  start- 
ing from,  and  where  we  are  starting  from  is  that  we  put  a  lot  of 
microprescriptive  process  and  input  requirements  on  the  States. 
You  have  to  do  various  things  in  order  to  get  your  money;  you  have 
to  show  that  you  are  meeting  various  input  requirements  in  terms 
of  who  you  hire.  The  Nursing  Home  Reform  Act  had  many,  many 
requirements  about  the  credentials  somebody  had  to  have,  what 
kinds  of  personnel  mixes  that  you  use,  lots  of  process  and  input  re- 
quirements. 

Medicaid  almost  never  says  show  us  what  you  actually  do,  what 
you  get,  how  your  low-income  population  is  faring.  I  think  that  al- 
though technically  it  is  true  that  a  block  grant  does  not  necessarily 
say  things  about  the  requirement  level,  in  fact,  the  nature  of  a 
block  grant  is  to  provide  substantial  flexibility  and  to  shift  the  role 
that  the  Federal  Government  would  take  and  it  would  say  what 
the  Federal  Government  should  do  is  to  monitor  and  do  some  fi- 
nancial auditing,  because,  after  all,  it  is  a  lot  of  money.  And  what 
you  want  to  do  is  put  in  a  way  to  track  through  a  financial  audit 
that  the  money  is  spent  for  health  on  low-income  populations,  and 
that  6  to  12  outcome  or  performance  measures  are  agreed  on  that 
the  State  has  to  provide  to  the  Federal  Government  to  show,  this 
is  what  I  am  buying  with  your  money. 

I  think  it  would  be  a  good  idea  to  require  the  States  to  be  public 
and  specific  about  how  they  are  spending  the  money,  both  because 
it  would  leave  their  own  citizens  clear  as  to  what  the  State  was 
saying  that  they  would  do.  It  would  also  give,  at  least  initially,  a 
standard  that  the  Federal  Government  could  use  in  terms  of  meas- 
uring. Here  is  what  the  State  said  they  wanted  to  do,  and  we  can 
try  to  see  whether,  more  or  less,  that  is  what  happened,  along  with 
some  very  limited  number  of  performance  or  outcome  measures. 

The  problem  now  is  that  for  all  of  the  rules  and  all  of  the  paper- 
work that  you  go  through  to  get  a  waiver,  we  do  not  really  know 
what  happens  to  the  health  care  that  people  receive;  and  there  is 
all  this  concern  about  managed  care,  some  of  which  is  legitimate. 
People  fail  to  remember  that  in  ambulatory  care  fee-for-service 
there  is  no  oversight  whatsoever.  There  is  nothing  that  is  done  to 
make  sure  that  people,  in  fact,  get  good  care  or  any  other  kind  of 
care,  or  what  happens  to  them.  It  is  only  managed  care  that  actu- 
ally looks  at  outcomes,  because  there  are  rules  that  say,  you  have 
to  look  at  some  of  the  death  rates  and  the  morbidity— or  excess 
morbidity  or  mortality  rates. 

So  what  I  think  the  Federal  Government  ought  to  do  is  focus  on 
the  very  small  number  of  things  they  think  the  States  can  and 
should  provide  in  terms  of  the  performance  or  outcomes.  Do  some 
fiscal  and  prudent  auditing.  And  then  the  real  heart  of  the  question 
is,  do  you  think,  with  financial  assistance  and  some  prudent  audit- 
ing, States  will  do  right  by  their  vulnerable  populations?  Or  is  it 
only  the  Federal  Government,  looking  over  their  shoulders  every 
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step  of  the  way,  that  keeps  them  from  doing  badly  by  their  poor 
populations?  That  really  tells  you  whether  or  not  you  should  shift 
the  fundamental  nature  of  what  we  are  doing  at  the  Federal  level. 

Mr.  BiLlRAKiS.  It  is  a  very  sensitive  thing  because  on  one  hand, 
we  say  one  thing,  which  is  much  more  flexibility  and  no  strings  at- 
tached; and  on  the  other  hand,  we  would  tie  some  strings  to  it.  And 
we  always  have  planned  to  have  certain  parameters. 

Ms.  WiLENSKY.  And  to  be  fiscally  prudent,  you  should  make  sure 
that  you  understand  where  the  money  is  going  and  it  is  going  for 
health  care,  which  has  clearly  not  always  been  the  case  in  Medic- 
aid, and  that  it  is  going  for  low-income  populations  which  in  the 
nursing  home  area  is  not  always  the  case. 

Mr.  BiLlRAKlS.  Particularly  on  the  DSH  money,  where  it  was 
misused,  not  used  for  purposes  of  health  care.  It  is  something  we 
are  very  much  concerned  with. 

Ms.  Richardson,  from  HCFA,  actually  attended  much  of  the  hear- 
ing after  her  testimony,  and  I  meant  to  commend  her  for  that,  be- 
cause she  was  able  to  hear  the  directors  to  a  large  degree.  But  we 
have  outlasted  her,  I  guess. 

The  point  is,  if  I  had  an  opportunity  to  question  her,  I  wanted 
to  possibly — maybe  Mr.  Scanlon  and  the  rest  of  you  can  speak  to 
this,  to  ask  about  the  question  of  waivers — she  talked  about  finding 
coverage  gaps  for  benefits  and  services,  the  need  for  guaranteeing 
all  beneficiaries  under  the  Federal  statute,  her  reason  for  1115's. 
For  instance,  I  know  an  awful  lot  was  made  yesterday  out  of  the 
fact  that  Illinois'  application  had  an  awful  lot  of  gaps  in  it,  and  the 
reason  for  this  big  pile  of  paperwork  that  made  up  a  part  of  the 
application  as  well  as  the  attachments  to  it  was  for  those  reasons. 

I  guess  I  am  getting  on  to  the  Oregon  waiver.  The  State,  as  I  un- 
derstand it,  does  not  provide  all  benefits  and  services  guaranteed 
all  beneficiaries  under  the  Federal  statute.  That  is  what  I  am  lead- 
ing up  to.  I  guess  I  am  wondering,  because  of  the  argument  that 
there  is  a  need  for  HCFA  and  there  is  a  need  for  the  Federal  Gov- 
ernment's involvement  so  you  can  have  some  uniformity  and  over- 
sight and  things  of  that  nature,  and  yet  we  have  a  State  which  re- 
ceived a  waiver  that  does  not  provide  all  those  benefits  and  serv- 
ices guaranteed  their  beneficiaries  under  the  statute — I  am  won- 
dering how  they  were  able  to  approve  the  Oregon  waiver  and  your 
concern  for  coverage  gaps. 

Is  that  a  consistent  thing  on  their  part?  I  would  like  to  know  that 
answer,  not  because  I  am  trying  to  question  Ms.  Richardson  as 
much  as  trying  to  find  out  for  my  own  purposes. 

Mr.  Scanlon.  I  guess  I  can't  answer  for  Ms.  Richardson. 

Mr.  BiLiRAKls.  I  don't  intend  that. 

Mr.  Scanlon.  As  Dr.  Wilensky  knows,  the  Oregon  waiver  took 
a  long  time  to  be  approved.  It  was  initially  disapproved  because  of 
concerns  about  access  to  services  for  people  with  disabilities.  It  was 
approved  after  a  second  submission  because  there  were  modifica- 
tions made  to  accommodate  persons  with  disabilities  by  making 
services,  that  would  normally  not  be  available  through  their  waiver 
program 

Mr.  BILIRAKIS.  The  "cutting-edge  services,"  to  use  Ron  Wyden's 
words. 
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Mr.  SCANLON.  Right.  And  this  change  provided  an  accommoda- 
tion for  one  group. 

The  Oregon  waiver  involves  setting  priorities  to  provide  certain 
services  to  a  broader  population  and  to  exclude  coverage  of  certain 
other  services  because  the  State  believes  that  they  only  can  afford 
to  invest  a  given  amount  in  their  Medicaid  program. 

I  think  this  is  an  example  of  the  use  of  an  1115  waiver  for  an 
experimental  purpose.  How  well  does  a  system  which  sets  priorities 
over  the  use  of  services  in  a  systematic  way,  as  opposed  to  having 
access  to  services,  vary  depending  on  who  is  able  to  secure  coverage 
under  a  open-ended  fee-for-service  system  work?  Are  there  real 
benefits  to  the  population  in  terms  of  expanding  coverage  for  a 
more  limited  set  of  services.  These  are  the  questions  being  tested 
in  Oregon? 

Mr.  BiLlRAKis,  Well,  are  we,  up  here  in  the  Congress,  in  a  better 
position  to  determine  that  than  the  people  in  Oregon  are? 

Mr,  SCANLON.  In  terms  of  giving  them  the  permission  to  do  this? 

Mr.  BiLlRAKlS.  No,  in  terms  of  determining  what  they  should 
do — in  other  words,  to  whom  they  should  provide  the  services. 

Mr.  SCANLON.  We  have  allowed  them  to  do  that.  This  is  the  ex- 
periment from  which  we  are  learning.  I  think  that  is  a  choice  that 
we  do  need  to  leave  largely  to  States,  but  we  need  to  be  kept  in- 
formed of  its  consequences. 

Ms.  WiLENSKY.  The  problem  is  that  it  has  been  a  really  torturous 
process.  The  fact  is  1115  does  allow  the  Secretary  to  waive  basi- 
cally everything,  as  I  understand  it,  under  title  19,  but  only  after 
imposing  many,  many  costs  on  the  State  in  the  way  of  time  and 
money.  You  saw  those  piles  of  paper. 

I  don't  know  the  specifics  of  the  Illinois  case.  I  was  reading  the 
testimony  of  Arnold  Tompkins  on  Ohio,  indicating  that  they  had 
been  months  and  months  in  process.  They  had  followed  the  applica- 
tions of  another  approved  State.  HCFA  decided  they  wanted  to 
change  some  of  the  budget  requirements,  so  they  then  had  to  go 
back  and  go  back  a  second  time. 

This  is  the  kind  of  stuff  that  you  get  into  when  you  have  the  Fed- 
eral Government  say,  here  are  the  rules,  and  they  are  pretty  rigid, 
but  we  have  a  way  to  let  you  get  around  all  those  rules  if  you 
dance  through  enough  hoops.  The  question  is,  in  the  end,  is  it 
worth  it?  Have  we  set  in  place  an  incentive  to  game  the  system, 
to  find  out  ways  how  not  to  be  budget  neutral,  which  has  been  my 
big  concern  in  1115,  that  what  is  called  budget  neutral  are  really 
costers;  and  that,  in  the  end,  it  is  not  clear,  at  a  philosophical  level, 
that  we  really  have  very  firm  ground  to  stand  on. 

It  again  is  going  very  much  to  the  heart  of  the  issue.  Do  you  be- 
lieve not  that  they  are  spending  in  a  prudent  way  financially,  but 
is  only  the  Federal  Government  looking  over  a  State's  shoulder  at 
every  step  of  the  way  what  keeps  them  from  doing  bad  things  to 
poor  people?  That  is  fundamentally  what  the  issue  is.  And  it  is 
why,  if  we  let  them  do  something  different — and  in  Oregon's  case 
they  said,  we  would  rather  give  every  single  poor  person  what  we 
think  are  the  most  important  services  rather  than  give  certain  enti- 
tled poor  people  all  the  services  they  could  possibly  use. 

I  don't  know  whether  it  is  morally  superior,  what  they  have 
done.  I  was  sure  at  the  time  that  it  wasn't  a  worse  thing  to  do,  and 
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if  they  thought  it  was  better — and  everybody  at  an  elected  level  in 
the  States,  the  Democrats  and  the  Republicans,  all  thought  this 
made  more  sense  for  Oregon;  and  yet  they  had  to  go  through 
months  and  months  and  months  and  all  kinds  of  torture  to  be  able 
to  do  what  they  thought  made  sense  for  their  State. 

That  is  really  the  gut  of  this  issue,  who  is  the  Federal  Govern- 
ment to  be  imposing  those  kinds  of  time  and  cost  burdens  on  the 
State  when  they  feel  strongly  that  this  is  the  way  they  want  to 
help  resolve  their  problem  of  treating  and  providing  health  care  for 
poor  people? 

Mr.  BiLlRAKlS.  I  agree  with  you. 

Ms.  WiLENSKY.  It  is  a  very  good  example.  Ultimately,  they  got 
to  do  it,  but  boy,  they  were  sure  tortured  for  a  long  time. 

Mr,  BiLlRAKis.  Do  we  know  if  any  other  States  requested  the 
same  type  of  waiver? 

Ms.  WiLENSKY.  No,  I  don't  think  so,  and  who  would  want  to  go 
through  that? 

Mr.  BiLlRAKis.  Ms.  Wehr. 

Ms.  Wehr.  There  were  some,  I  think.  The  circumstances  with  the 
Oregon  waiver  are  perhaps  not  representative  of  the  whole  process. 
Oregon  was  first  out  of  the  box,  with  the  exception  of  Arizona,  in 
proposing  one  of  these  statewide  proposals,  I  believe. 

But  it  certainly  was  first  and  has  been  unique  in  proposing  to 
prioritize  these  services,  and  this  was  an  extraordinary  change. 
This  is  a  State  that  had  a  tremendous  amount  of  familiarity  with 
managed  care,  which  it  planned  to  rely  on,  and  it  is  also  a  State 
that  went  through  a  very  lengthy  public  process  with  a  lot  of  public 
input.  And  I  would  contrast  Oregon  as  a  State  that  was  very  care- 
ful and  very  thoughtful  and  dealt  with  a  number  of  queries  from 
Washington  because  it  was  doing  something  quite  extraordinary 
that  had  not  been  done  before,  with  several  of  the  States  that  we 
now  talk  with  which  have  not  anywhere  near  the  experience  with 
managed  care. 

They  have  been  used  to  paying  Medicaid  bills.  They  don't  know 
what  they  are  buying.  We  think  that  there  is  a  role  for  the  Federal 
Government  not  only  to  look  over  people's  shoulders  to  prevent 
them  doing  wrong,  but  perhaps,  more  importantly,  to  prevent  train 
wrecks,  to  provide  technical  assistance,  to,  through  the  waiver 
process,  be  able  to  respond  somewhat  flexibly. 

And  a  State  such  as  Oregon,  if  it  had  come  later  in  the  process, 
if  it  could  show,  for  example,  that  it  had  very  good  local  and  state- 
wide input  and  very  thoughtful,  very  lengthy  consideration  at  the 
State  level,  and  very  public  consideration  at  the  State  level,  a  State 
with  an  enormous  amount  of  experience  in  managed  care,  it  might 
be  appropriate  for  that  waiver  process,  and  the  1115  waiver  au- 
thority permits  this  kind  of  flexibility,  to  be  less  imposed  on  that 
State  than  on  some  of  the  States,  which  will  clearly  be  spending 
Federal  money  in  ways  they  do  not  now  understand. 

When  I  get  a  call  from  a  health  department  person  saying,  what 
is  plan  solvency,  what  does  this  mean  and  how  should  we  put  this 
in  our  contract,  I  am  worried.  Because  solvency  goes  to  whether  a 
plan  will  have  enough  money  invested  to  want  to  stick  around 
when  things  go  bad  and  make  a  go  of  it.  It  goes  to  whether  they 
have  enough  money  to  pay  for  services  over  time. 
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There  is  an  enormous  range  of  experience,  and  I  do  feel  that 
there  is  a  role  for  the  Federal  Government  in  overseeing  and  pro- 
viding technical  assistance  and  spotting  those  potential  trouble 
spots. 

Mr.  BILIRAKIS.  Well,  when  you  say  that,  are  you  a  proponent  or 
an  opponent  of  the  block  grant  concept  if  it  is  done  correctly?  I 
guess  that  is  all  in  the  eyes  of  the  beholder,  obviously. 

Ms,  Wehr.  Well,  our  feeling  is  that  the  limitation  on  the  block 
grant  is  that  it  really  is  a  very  fixed  amount  of  money  and  it  is 
not  responsive  to  conditions  within  a  State.  Again,  I  am  thinking 
simply  of  financing  mechanisms  as  between  a  block  grant  and  an 
entitlement.  When  I  hear  obviously  a  very  capable  State  Medicaid 
director  saying  she  cannot  predict  from  1  month  to  the  next  what 
her  costs  are  going  to  be,  I  become  very  worried. 

Mr.  BiLlRAKiS.  I  wonder  if  that  is  the  case.  That  is  the  case 
today,  is  it  not? 

Ms.  Wehr.  Yes,  it  is. 

Mr.  BiLlRAKlS.  There  are  no  guarantees  of  a  certain  amount  of 
money  downstream  even  under  the  current  circumstance,  plus  you 
have  the  additional  obstacles,  if  you  will,  of  the  strings  attached 
and  the  mandates  from  up  here  and  the  bureaucracy  and  the  regu- 
lations and  everything  else  added  to  the  fact  that  there  are  these 
money  uncertainties. 

Ms.  Wehr.  Well,  I  think  some  of  the  factors  that  she  cited  that 
give  rise  to  the  uncertainties  will  be  there  whether  there  is  a  block 
grant  or  an  entitlement.  People's  circumstances  changing,  the 
State's  economy  changing,  being  able  to  predict  the  number  of  ex- 
ceptional cases. 

Mr.  BiLlRAKis.  I  agree,  those  probably  would  be  there  in  many 
cases,  but  at  least  there  would  not  be  these  other  problems  at- 
tached thereto;  the  strings,  the  regulations,  the  bureaucracy,  every- 
thing else. 

Ms.  Wehr.  These  are  the  hoops  people  have  to  jump  through,  as 
Dr.  Wilensky  mentioned. 

Ms.  Wehr.  Well,  in  thinking  about  the  degree  of  Federal  over- 
sight, outcome  measures  of  the  health  of  a  population  are  obviously 
the  most  sensible  thing  to  do.  We  feel  that  perhaps  the  art  of 
ascertaining  the  outcomes  of  health  interventions,  particularly  for 
low-income  populations,  is  not  quite  where  we  would  like  it  to  be 
at  this  point,  and  I  would  give  you  an  example. 

The  standard  for  immunization,  for  ascertaining  plan  perform- 
ance on  immunization  of  children  in  the  major  commercial  practice 
standard,  HETUS,  is  measured  by  how  many  children  at  age  2  are 
up  to  date  in  their  immunizations,  but  it  is  only  children  who  have 
been  in  a  plan  from  the  first  day  until  age  2.  And  in  Los  Angeles, 
one  plan  with  135,000  Medicaid  children  had  exactly  42  children 
that  had  been  in  the  plan  continuously  for  the  whole  2  years. 

So  if  this  particular  measure  were  used  to  see  whether  that  plan, 
in  fact,  was  immunizing  the  children  or  not,  it  wouldn't  tell  you 
about  virtually  all  of  the  children. 

Mr.  BILIRAKIS.  We  had  a  pretty  lengthy  hearing  last  week  on 
vaccinations 

Ms.  Wehr.  But  I  am  suggesting,  relying  on  outcomes  now  may 
be  a  little  premature. 


224 

Mr,  BiLlRAXiS.  Well,  okay.  I  think  it  is  really  bad  to  be  put  into 
a  position  where  it  almost  looks  like  you  don't  care.  I  don't  mean 
to  speak  just  for  myself;  I  speak  for  all  the  people  who  seem  to  feel 
strongly  about  the  block  grant  concept.  I  should  think  that  the 
States  would  feel  pretty  terrible  about  it,  too,  because  there  are 
people  up  here  saying  they  don't  care,  they  are  not  smart  enough 
and  don't  care;  they  don't  know  what  is  good  for  their  own  people 
and  don't  know  how  to  handle  their  plans.  It  is  a  terrible  position 
for  them  to  be  put  into. 

If  I  had  my  druthers — and  Dr.  Wilensky  and  I  have  talked  about 
this — these  things  should  be  done  on  a  county  level,  not  even  a 
State  level.  Even  more  local  than  State.  In  Florida,  we  have  voters 
in  69  counties,  or  something  like  that,  so  you  can  see  the  problem, 
multiplied  by  50,  we  would  have  if  we  did  something  like  that.  But 
someday  maybe  we  will  get  smart  enough  to  even  go  to  that, 

I  am  a  conferee  on  Medicare  Select,  and  I  just  now  found  out 
that  there  is  a  4:30  conference.  So  I  had  better  get  over  there.  The 
Medicare  Select  is  a  very,  very  significant  problem. 

Ms,  Wilensky.  Hold  firm. 

Mr,  BiLiRAXis.  Hold  firm?  Well,  do  you  know  the  current  feature 
to  hold  firm  to  that? 

Ms.  Wilensky.  I  certainly  do. 

Mr.  BILIRAKIS.  Well,  listen,  thank  you  so  much  for  your  patience. 
Again,  I  keep  saying  that,  but  I  honestly  mean  it  from  my  heart. 
I  apologize.  You  are  all  professionals,  and  to  make  you  sit  around 
and  wait  this  long  is  ridiculous,  but  that  is,  of  course,  the  system 
up  here.  I  hope  you  understand.  Thanks  again, 

Mr.  SCANLON.  We  do.  Thank  you. 

Mr,  BiLlRAKlS.  Thank  you  again  for  your  contributions. 

[Whereupon,  at  4:15  p.m.,  the  subcommittee  was  adjourned.] 

[The  following  material  was  received  for  the  record:] 

Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  DC,  June  22,  1995. 
Hon.  Michael  Bilirakis, 

Chairman,  Subcommittee  on  Health  and  Environment,  Committee  on  Commerce, 
Washington,  DC. 

Dear  Mr.  Chairman:  Given  the  conflicts  in  my  schedule  and  the  hearing  on  the 
Reformation  of  Medicaid,  there  are  several  questions  which  I  will  be  unable  to  ask 
the  Panel  II.  Therefore,  I  have  provided  several  questions  for  Mr.  Arnold  Tompkins 
of  the  Ohio  Department  of  Human  Services.  I  would  appreciate  it  if  these  questions 
could  be  submitted  to  Mr.  Tompkins  for  a  timely  response  and  inclusion  in  the  hear- 
ing record. 

Questions  for  Mr.  Arnold  Tompkins,  Ohio  Department  of  Human  Services. 

Question  1:  Don't  you  think  that  there  must  be  external,  objective  measurement 
of  the  quality  of  health  care  delivered  in  the  Medicaid  program,  in  order  to  assure 
that  we  receive  true  value  for  the  Government  dollars  spent  on  this  program? 

Question  2:  Is  there  not  a  strong  risk  that  care  will  be  denied  or  otherwise  under- 
utilized in  a  capitated  system,  resulting  in  higher  long-term  cost,  e.g.  "drive- 
through"  newborn  deliveries,  which  force  mothers  and  newborn  infants  out  of  the 
hospital  too  soon  resulting  in  such  conditions  as  hyperbilirubun  (jaundice);  recent 
cases  of  jaundice-related  brain  damages  have  been  reported  in  connection  with  this 
early  release  practice. 

Question  3:  Do  you  plan  to  measure  outcomes  and  benchmark  care  through  your 
QA  program,  and  apply  these  findings  to  future  manage  care  organizations  contracts 
as  a  means  of  assuring  quality  improvement,  i.e.,  more  value  for  our  dollars. 
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Question  4:  Many  States  appear  to  be  confused  about  the  differences  between  ad- 
ministrative-type quality  measures,  as  opposed  to  the  more  reliable  clinical  review 
of  practice  patterns.  These  external  administrative  reviews  (e.g.,  accreditation)  are 
very  costly,  reportedly,  upwards  to  $200,000  per  manage  care  organizations.  Don't 
you  think  the  better  value  is  clinical  data  analysis  of  practice  and  care  patterns, 
conducted  by  epidemiological  experts,  who  can  pinpoint  quality  medical  practices  (or 
lack  thereof;  and  move  all  providers  forward  in  health  care  quality  by  educating  pro- 
viders to  a  best  practices  standard. 

Question  5:  While  we  have  the  best  health  care  in  the  world,  we  all  agree  there 
is  certainly  room  for  assuring  quality  improvement  and  better  value  for  the  health 
care  dollars  spent  How  do  you  plan  to  assure  that  best  practices  are  shared  be- 
tween providers  of  manage  care  organizations,  and  not  hoarded  as  "trade  secrets"? 
Have  you  examined  the  legal/medical  ethics  of  manage  care  organization  not  disclos- 
ing such  things  as  better  asthma  treatment  methods,  in  the  name  of  competition? 

Question  6:  Don't  you  agree  that  if  manage  care  organizations  compete  on  the 
basis  of  quality  equal  quality  in  health  care  will  not  be  assured  for  all?  Rather,  don't 
you  agree  that  competition  should  encompass  business  procedures,  staffing  levels, 
etc.,  as  opposed  to  clinical  quality  and  clinical  protocols  and  procedures? 
Sincerely, 

Sherrod  Brown, 
Member  of  Congress. 

[Responses  to  questions  not  received  at  time  of  publication.] 
[News  articles  submitted  by  Hon.  John  D.  Dingell  follow:] 
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HEADLINE:  A  PRESCRIPTION  FOR  FAILURE; 

POOR  ARE  VICTIMS  OF  STATE  HEALTH  CARE  PROGRAM 

SERIES:  Medicaid.  System  In  Chaos.  Part  1:  Storefront  Care. 

BYLINE:  A  Tribune  series  by  Bonita  Brodt,  Maurice  Possiey  and  Tim  Jones. 

BODY: 

Medicaid  will  cost  Americans  $120  billion  this  year. 

When  Congress  approved  the  program  in  1965  it  was  intended  to  provide  healt^ 
care  for  poor  women  and  their  children.  Over  the  years,  Congress  tacked  on  man\ 
other  groups  and  costs.  President  Clinton  says  next  year's  bill  will  top  $138 
billion,  nearly  half  of  it  for  nursing  home  care. 

Illinois'  Medicaid  program  cost  $4.8  billion  in  fiscal  1993.  Nearly  30 
percent-$1.5  billion-paid  for  care  for  the  indigent.  Three  years  ago  the  Tribur 
set  out  to  see  what  kind  of  care  the  poor  get  for  that  money. 

It's  often  not  very  much  and  not  very  good. 

The  poor  in  rural  Illinois  may  have  to  travel  50  miles  or  more  to  find  a 
doctor  who  will  accept  them.  In  Chicago,  storefront  clinics  offer  patchwork  car 
by  doctors  who  may  be  working  outside  their  training  specialty  or  who  are 
unprepared  for  dealing  with  the  health  needs  of  the  people  they  serve.  In  many 
cases  the  patients  tell  the  doctors  what  medicine  they  need  rather  than  the 
other  way  around. 

To  assess  the  quality  of  care  the  poor  receive  for  the  dollars  Illinois 
taxpayers  spend,  the  Tribune  filed  Freedom  of  Information  requests  to  obtain 
copies  of  Medicaid  records  from  the  Illinois  Department  of  Public  Aid  and  then 
designed  computer  programs  to  analyze  the  data. 

Tribune  reporters  conducted  computer  analyses  of  80  million  state  Medicaid 
payment  records  and  examined  more  than  10,000  other  state  documents  to  unearth 
Information  that  the  state's  own  computer  programs  could  not  provide. 

They  spent  months  visiting  clinics  throughout  the  state  to  study  the  system 
They  interviewed  hundreds  of  doctors,  patients,  druggists,  health  care  experts 
and  state  officials. 

They  got  so  far  inside  that  doctors  and  patients  and  clinic  owners  gave 
Bonita  Brodt,  Maurice  Possiey  and  Tim  Jones  permission  to  sit  in  examining  roor 
and  watch  storefront  medicine  for  days  at  a  time.  Reporters  spent  13  days 
observing  the  inner  workings  of  one  clinic  that  illustrates  what  typically 
awaits  a  patient  with  a  Medicaid  card. 

If  that  clinic  is  typical,  the  system  is  a  mess. 

y  POOR  PATIENTS,  BAD  MEDICINE 

IT  MAY  BE  FREE,  BUT  IS  IT  HEALTH  CARE? 

yThe  Cottage  Grove  Medical  Clinic  is  one  of  three  storefronts  on  Cottage 
Grove  Avenue  near  64th  Street,  wedged  in  between  Sister  Hayward,  the 
neighborhood  psychic  who  advertises  discount  views  of  the  future,  and  a 
convenience  store,  where  money  changes  hands  through  bulletproof  glass. 

It  is  not  the  best  of  what  the  Medicaid  program  has  to  offer. 

It  is  not  the  worst. 

But  for  hundreds  of  thousands  of  Illinois  Medicaid  patients,  what  happens 
here  is  what  going  to  the  doctor  means. 

"You  feel  for  the  genuine  patients,"  says  Nik  Tajpuria,  who  owns  the  pharmac 
in  the  clinic.  "I  try  to  suggest,  in  a  gentle  way,  there  might  be  a  better 
place. " 

Each  time  a  patient  makes  the  journey  through  this  medical  curiosity  shop  or 
the  South  Side  of  Chicago,  no  matter  why,  the  visit  adds  an  average  of  $142.37 
to  the  state's  Medicaid  bill. 

Tajpuria  twists  another  cap,  presses  on  another  label,  and  tella  another 
customer  how  to  take  the  medicines  he  has  prepared. 
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"Only  in  America,"  Tajpuria  saya,  "can  we  afford  a  system  like  this." 

A  "wanted"  poster  of  the  clinic's  doctor  hangs  by  the  reception  desk, 
offering  a  $5,000  reward.  The  staff  taped  it  up  after  several  mornings  of 
listening  to  patients  complain  because  the  office  was  open  but  the  doctor  wa»n 
in  yet.  Eventually,  the  word  "joke"  had  to  be  added  because  patients  kept  aski: 
how  to  collect  the  cash. 

"Where  is  that  man?"  Cathey  Hoffman,  the  receptionist,  yells  to  no  one  in 
particular,  at  9:45  a.m. 

Time  is  money  and  money  is  business  and  Medicaid,  in  a  poor  neighborhood,  1. 
ona  of  the  biggest  business  opportunities  around. 

Every  time  a  patient  walks  into  a  Medicaid  clinic,  the  visit  triggers  a 
flurry  of  billable  procedures  at  no  cost  to  the  patient. 

Typically,  a  storefront  clinic  is  isolated,  with  no  support  from  hospitals 
health-care  networks.  Survival  depends  almost  solely  on  volume.  Eventually, 
Medicaid's  rock-bottom  reimbursements  have  a  way  of  adding  up. 

During  the  1991  fiscal  year,  Medicaid  spent  more  than  $300,000  on  the  Cotta; 
Grove  clinic  for  doctor  visits,  laboratory  tests  and  prescription  drugs. 

Often  a  storefront  clinic  is  the  product  of  a  business  arrangement  that 
brings  all  the  billing  entities  together  under  one  roof. 

Myron  Martin  is  the  Medicaid  broker  here. 

He  pays  about  $800  a  month  to  rent  the  storefront  but  gets  that  back  plus  a 
couple  hundred  more  by  renting  space  to  Tajpuria's  pharmacy.  He  pays  a 
receptionist  and  a  janitor  who  maintains  Martin's  other  properties  as  well. 

The  clinic  houses  a  laboratory  but  Martin  says  he  does  not  collect  any  rent. 
In  exchange  for  the  business,  the  lab  provides  equipment  and  pays  the  salary  oi 
whoever  Martin  hires  to  draw  blood.  In  reality,  he  gets  a  free  clinic  employee, 
doing  that  and  many  other  tasks . 

Martin  finds  the  doctor,  too.  Mostly  he  looks  for  what  he  calls  a  "warm 
body,"  a  licensed  physician  willing  to  venture  into  the  ghetto  to  do  the  work. 
In  exchange  for  the  clinic  setup,  Martin  usually  collects  45  percent  of  what  th 
doctor  earns  from  Medicaid. 

Five  other  Medicaid  clinics  are  within  walking  distance,  but  Martin  doesn't 
consider  them  competition.  "If  a  clinic  is  open,  you're  always  going  to  have 
business.  All  the  doctor  has  to  do  is  show  up." 

But  Martin  has  trouble  finding  doctors  willing  to  accept  American  medicine'^ 
minimum  wage. 

"I  have  to  lie  like  hell,"  Martin  says  of  how  he  lures  a  doctor  to  a  Medicai 
clinic.  He's  found  moat  of  them  by  putting  advertisements  in  medical  magazines. 

Martin  says  he  has  gone  through  a  dozen  physicians  in  just  seven  years. 

The  doctor  of  the  day  is  70-year-oid  Frank  W.  Plrruccello,  who  spotted  one  c 
Martin's  ads.  Antsy  in  his  retirement,  he  wanted  something  to  do. 

At  his  peak.  Dr.  Pirruccello  was  one  of  the  city's  better  known  plastic 
surgeons,  a  man  who  sculpted  new  noses  and  corrected  cleft  palates. 

Three  days  a  week,  he  commutes  an  hour  and  a  half  from  Lake  Forest  to  the 
clinic,  farther  from  mainstream  medicine  than  he  ever  imagined  he  could  get. 

Inside,  patients  are  restless.  When  they  start  pounding  on  the  locked  door 
that  separates  the  waiting  area  from  the  rest  of  the  clinic,  Cheryl  Waddell,  tt 
lab  technician,  decides  she  has  had  enough  and  stalks  to  the  back. 

"Doctor's  Office-Private"  the  sign  on  the  door  reads.  Inside,  Dr. 
Pirruccello,  feet  on  his  desktop,  is  fast  asleep. 

She  bangs  on  the  doctor's  door  to  wake  him.  'Excuse  me.  Dr.  Pirruccello,"  s^ 
snaps,  "but  you  have  patients  in  all  three  rooms  and  I  have  diagnosed  each  and 
every  one  of  them.  In  Room  Two,  you  have  a  child  who  got  his  shots  and  needs  a 
prescription  for  his  diarrhea.  The  lady  in  Room  Three  has  syphilis.  The  child 
in  Room  Four  has  ringworm." 

Diagnosing  patients  is  part  of  what  Waddell  does  at  this  clinic.  Just  as 
deciphering  patient  charts  to  figure  out  how  to  bill  Medicaid  is  a  duty  that 
Hoffman,  the  receptionist,  performs. 


The  doctor  meets  his  patients  here  in  one  of  three  small  dusty  rooms  with 
dull  paneling.  Storage  cabinets  are  empty.  An  examining  table  is  shoved  into  U 
room  at  a  diagonal,  but  like  the  sink  where  the  doctor  could  wash  his  hands 
between  patients,  it  doesn't  get  much  use. 
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Dr.  Plrruccello  smiles  the  day  that  patient  Maxine  Amir  appears  at  the 
doorway,  dark  glasses  hiding  her  eyes. 

"So  Maxine,  what' 11  It  be?"  asks  Dr.  Pirrucceilo,  his  chair  squeaking  as  he 
scoots  himself  up  to  the  desk.  He  reaches  for  his  prescription  pad. 

"I  need  all  my  medicines,"  says  Amir,  who  has  settled  into  the  patient's 
chair  beside  the  desk. 

The  main  problem,  she  explains,  is  the  seizures,  which  began  about  six  years 
ago  when  she  started  to  drink  heavily.  She  still  drinks,  she  tells  the  doctor, 
but  she  is  trying  to  stop.  She  is  24. 

"I  get  seizures  and  I  get  bad  headaches.  I  start  seeing  black  spots,  shadows 
and  I  start  getting  dizzy  and  I  fall  out,  I  faint." 

Without  her  medicine,  she  says  it  happens  about  twice  a  month.  So  she  tells 
the  doctor  to  refill  the  Phenobarbital  and  the  Dilantin  that  he  prescribed 
before. 

"I  have  no  record  of  it,"  says  Dr.  Plrruccello,  looking  over  her  file.  But 
that's  nothing  unusual.  He  admits  he  doesn't  like  to  write  in  the  charts. 
Rarely  does  he  venture  beyond  scratching  out  the  niunes  of  the  drugs  he 
prescribes.  Sometimes,  he  writes  nothing  at  all. 

Eventually,  he  decides  her  word  is  good  enough. 

"Anything  else  you  need?"  he  asks. 

"Two  Ventolin  inhalers  for  my  asthma." 

"And  Zantac,"  she  adds,  asking  for  the  ulcer  medication  that  soothes  a 
drinker's  stomach  at  $1.45  a  pill. 

Dr-  Plrruccello  looks  up  and  smiles. 

"If  you  take  two  of  those  and  drink  beer,  the  beer  will  hit  you  harder.  I 
read  that  in  Reader's  Digest!" 

He  writes  out  a  prescription  for  30  Zantacs  and  Amir  knows  a  good  thing  wher 
she  sees  it  coming.  She  asks  for  a  bottle  of  rubbing  alcohol,  diuretics  and 
Maalox,  two  bottles,  please. 

"Oh,  I  need  some  ampicillin,  too,"  she  blurts,  asking  for  an  antibiotic. 
"What  for?" 

"Oh,  I  just  need  it,"  she  says,  coyly.  "I've  got  a  cold."  She  puts  her  hand 
to  her  mouth  and  coughs.  "I'm  hoarse,"  she  explains. 

Dutifully,  the  doctor  writes  that  and  birth  control  pills,  too. 

After  a  stop  at  the  pharmacy,  she  carries  a  sack  of  10  medications. 

Her  Medicaid  bill: 

Doctor  visit:  $17.10 

Blood  tests:  $164.25 

Medications:  $145.63 

Total:  $326.98 

Medicaid  depends  on  the  doctor's  judgment.  But  inside  this  storefront,  most 
of  what  happens  is  controlled  by  someone  else. 

Waddell  decides  what  laboratory  tests  to  order  before  the  doctor  even  sees 
the  patient.  Pharmacist  Tajpuria  advises  what  drugs  to  avoid.  Drug  salesmen 
pitch  the  drugs  they'd  like  to  see  prescribed. 

"I  am  very  uncomfortable  with  this,"  says  Hoffman,  who  combs  through  patien 
files  and  tries  to  lessen  the  doctor's  chance  of  getting  in  trouble  with  state 
reviewers  by  selecting  a  diagnosis  that  corresponds  to  whatever  medicine  was 
prescribed. 

Dr.  Pirrucceilo  has  learned  much  about  Medicaid  from  patients,  particularly 
ones  like  Amir. 

His  lessons  came  quickly.  On  his  second  day,  the  waiting  room  was  packed. 

Junkies.  Alcoholics.  Word  traveled:  This  doctor  writes. 


229 


"The  place  was  a  madhouse,  "  Waddell  remembers.  "The  women  and  children  didr. 
want  to  come  in.  The  smeil  o£  alcohol  and  clothes,  the  body  odor." 

Some  were  so  eager  to  meet  the  new  doctor  that  they  accosted  him  on  the 
sidewalk,  and  before  he  knew  it.  Dr.  Pirruccello  found  himself  handing  out  mor 
and  prescriptions,  which  he  wrote  right  on  the  curb. 

"I  kept  seeing  this  headline,  'Doctor  found  dead  in  alley,  money  gone,'  " 
Hoffman  remembers.  So  worried  were  she  and  Waddell  for  the  doctor,  who  quickly 
had  come  to  be  known  as  the  "old  softie,"  that  they  escorted  him  to  and  from  t" 
car,  armed  with  a  steel  pipe  and  an  aluminum  leg  that  had  fallen  off  the 
bathroom  sink. 

Patients  stole  the  doctor's  stethoscope,  his  office  telephone,  a  popcorn 
popper,  a  television,  a  fan,  and  they  vandalized  his  car.  The  last  straw  was  t 
men  who  came  in  as  patients.  One  saw  the  doctor  while  the  other  stole  his 
leather  coat.  Dr.  Pirruccello  got  back  his  keys,  which  were  in  the  pocket,  but 
had  to  buy  them  back  for  $5  apiece. 

Finally,  Hoffman  and  Waddell  demanded  an  end  to  the  mayhem.  Afraid  for  thei 
own  safety,  they  taped  a  letter  of  resignation  to  Martin's  office  door. 

He  posted  huge  signs,  announcing  that  the  clinic  would  serve  only 'women  ana 
children. 

"I  was  told  I  couldn't  deal  with  the  men  who  come  through  here,  so  now  I  go 
grandmothers,  women,  and  kids,  "  explains  Dr.  Pirruccello.  "I  don't  know  much 
about  any  of  them." 

He  grinned. 

"But  I  learn  fast." 

Marcus,  Keith  and  Brittney  Johnson  huddle  around  their  mother.  She  brought 
them  in  for  examinations  and  to  get  the  doctor's  signature  on  health  forms. 

"OK,"  Dr.  Pirruccello  says,  looking  at  three  wide-eyed  children.  "Who's 
first?" 

No  volunteers.  Gently,  Melanie  Johnson  nudges  her  oldest  in  the  small  of  hi 
back  until  he  stands  stiffly  about  an  arm's  length  from  the  doctor's  desk. 

Dr.  Pirruccello  studies  the  boy,  squinting. 

"Marcusl"  he  announces  after  a  moment.  "You  look  fine  to  mel" 

Keith  is  next. 

"His  chest,"  the  mother  tells  Dr.  Pirruccello,  "You  can  hear  the  wheezing." 
The  boy,  who  is  1,  has  never  been  immunized.  The  mother  said  it  is  because  he 
usually  has  a  cold  and  he  has  never  been  to  a  doctor  when  he's  well. 

Hanging  around  the  doctor's  neck  is  his  shiny  stethoscope,  a  $250  model  he 
says  is  so  powerful  that  he  doesn't  have  to  trouble  his  patients  to  remove  or 
unbutton  their  clothes. 

But  he  doesn't  use  it  to  listen  to  Keith's  chest. 

Nor  does  he  look  in  his  ears.  Or  peer  down  his  throat.  What  he  does  do  is 
prescribe  cough  syrup  and  a  half -teaspoon  of  an  antibiotic  twice  a  day  and  tel 
the  mother  to  bring  him  back  for  a  shot  in  two  weeks. 

"Where's  Brittney?  Front  and  center.  Come  give  me  a  hug." 

The  little  girl  smiles  as  shr  puts  her  arms  around  the  doctor.  He  takes  a 
quick  peek  down  her  throat,  which  is  more  than  her  brothers  got. 

Medicaid  was  billed  $91  for  three  separate  office  visits. 

And  the  children  learned  a  little  about  what  going  to  the  Medicaid  doctor  : 
all  about. 

"He  was  just  a  sidestreet  doctor,"  explained  Johnson,  using  patient  slang  i 
the  kind  of  Medicaid  doctor  who  doesn't  do  real  exams. 

"I  was  worried  about  Keith.  I  wanted  him  examined."  So  that  night,  she  sale 
she  took  him  to  a  neighborhood  hospital  and  he  was  checked  out  by  a  doctor  in 
the  emergency  room. 

About  30  to  40  people  walk  in  to  see  the  doctor  each  day.  And  what  passes 
medical  care  is  what  storefront  doctors  have  taught  Medicaid  patients  to  expe 

"I  try  to  make  it  easy,"  explains  Dr.  Pirruccello.  "I  try  to  do  as  little 
possible  but  be  as  complete  as  possible." 
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He  diagnoses  from  a  distance,  often  without  touching  and  usually  without 
asking  a  patient  to  remove  clothes.  It  is  a  clinic  of  convenience,  where  the 
patient's  word  is  accepted  at  face  value  and  the  doctor  usually  reacts  to  wha 
the  patient  says. 

"I  do  not  need  to  order  tests,"  says  Dr.  Pirruccello.  Yet,  tests  are  order 
just  the  same -hundreds  of  them-by  Waddell.  Under  Dr.  Pirruccello' s  signature. 

Waddell  has  the  doctor's  permission  to  make  doctor-like  decisions  to  draw 
blood  and  order  tests.  Often  that  means  an  extensive  profile,  which  costs 
Medicaid  as  much  as  $165.15  a  patient. 

Though  Waddell  diligently  puts  results  in  the  patient  files.  Dr.  Pirrucce 
admits  he  doesn't  pay  much  attention. 

"I  don't  know  what  half  those  tests  mean,  "  he  explains. 

Like  many  patients,  one  20-year-old  woman  doesn't  even  remove  her  coat.  "I 
got  an  infection  down  there  and  I  don't  want  no  Pap  smear,"  she  barks. 

Dr.  Pirruccello  simply  writes  out  a  prescription  for  a  vaginal  suppository 
content  to  send  her  on  her  way  without  even  the  suggestion  of  an  exam. 

"All  her  symptoms  are  from  screwing  around,"  explains  the  doctor.  'I'm  not 
going  to  make  a  Supreme  Court  case  out  of  that." 

Though  the  Cottage  Grove  clinic  bills  itself  as  a  place  for  women  and 
children,  Dr.  Pirruccello  explains  his  actions  by  saying  that  general  medicin 
is  simply  not  how  he  was  trained. 

"I'm  just  a  plastic  surgeon,"  he  says. 

In  the  mainstream  medical  world,  it  is  customary  for  women  to  visit  a 
gynecologist  or  family  practitioner  for  female  health  concerns  that  typically 
include  family  planning  advice,  a  pelvic  exam  and  a  Pap  smear,  a  simple  test 
detect  precancerous  signs. 

In  Medicaid,  though,  no  matter  what  their  training,  doctors  who  treat  wome 
are  expected  to  follow  standard  procedures  for  women's  health  care. 

During  his  first  six  months  at  the  clinic,  about  a  third  of  his  patients  w 
women  ages  13  to  50.  Only  three  times  did  he  bill  Medicaid  for  performing  a  P 
smear . 

"I  don't  like  to  do  it,"  Dr.  Pirruccello  says.  He  tells  his  women  patients 
go  to  the  hospital  to  get  one,  even  though  he  says  it's  a  simple  procedure.  " 
could  train  a  dog  to  do  it,"  he  says. 

Waddell  said  she  usually  stood  in  the  examining  room  with  the  patient  if  D 
Pirruccello  performed  a  pelvic  exam  and  sometimes  took  it  upon  herself  to  tel 
female  patients  to  get  a  Pap  test,  but  not  here. 

"I  don't  know  much  about  birth  control  pills,"  explains  Dr.  Pirruccello,  w 
prescribes  them  as  casually  as  cough  syrup.  Sometimes,  he  just  tells  women 
patients  to  walk  to  the  pharmacy  window  and  talk  to  Tajpuria.  "He'll  fix  you 
up,"  Dr.  Pirruccello  says. 

Patients  were  no  better  off  after  his  breast  exams. 

"Do  you  examine  your  breasts  once  a  month?"  Dr.  Pirruccello  asked  Patricia 
Byrd,  who  came  asking  for  cough  syrup  and  a  pill  to  help  her  sleep.  His 
demonstration  was  a  textbook  example  of  how  not  to  do  the  exam. 

Dr.  Pirruccello  asked  her  to  hold  her  arms  away  from  her  body.  The  two  sto 
face  to  face.  He  did  not  touch  her  skin  directly  to  search  for  the  small  lump 
that  could  suggest  the  beginnings  of  breast  cancer. 

Instead,  he  performed  the  exam  right  over  her  clothes. 

Wheezing,  a  pregnant  Gloria  Saffold  came  to  Dr.  Pirruccello  one  day  asking 
for  relief  from  a  chest  cold  and  for  tranquilizers  to  cope  with  the  death  of 
husband  three  months  earlier. 

He  offered  his  condolences  and  some  medicine,  but  not  prenatal  care.   "You 
got  to  take  care  of  yourself -there' s  two  of  you,"  he  did  say,  but  then  handed 
her  a  prescription  for  several  items  including  Valium,  a  drug  considered 
potentially  harmful  to  a  developing  fetus. 

Had  Dr.  Pirruccello  bothered  to  look  at  the  chart  prepared  on  Lisa  Nelson 
would  have  noticed  her  last  menstrual  period  was  six  months  ago. 

Instead,  he  sat  at  his  desk  and  talked  aloud  about  what  he  might  prescribe 

"But  I'm  pregnant!"  Nelson  exclaimed.  The  doctor  leaned  back  and  took  his 
first  close  look  at  his  new  patient,  a  24-year-oid  mother  of  three  children. 
Seated,  her  T-shirt  hid  her  rounding  silhouette. 
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"I  just  don't  go,"  she  said  when  Dr.  Plrrucceilo  asked  where  she  was  getti 
prenatal  care. 

He  did  not  offer  to  examine  her,  either.  "I  don't  want  to  mess  anything  up 
he  often  tells  pregnant  patients,  suggesting  they  find  another  doctor  for  tha 
kind  of  care. 

Though  he  prescribes  for  almost  everyone.  Dr.  Plrrucceilo  is  the  first  to 
admit  he  doesn't  know  a  lot  about  some  of  the  drugs  his  patients  want. 

"I  need  a  refill  of  my  vitamins,"  said  Shirley  Coins  as  she  positioned  an 
empty  pill  container  on  the  doctor's  desk.  It  was  actually  an  antihistamine 
prescribed  in  another  clinic. 

Dr.  Plrrucceilo  peered  at  the  label.  The  drug  wasn't  familiar.  He  searchea 
the  leather-bound  pharmaceutical  dictionary  that  he  always  has  with  him,  but 
couldn't  find  it. 

"I  don't  know  what  the  hell  this  is,"  he  said  eventually,  handing  her  the 
bottle  and  a  prescription  sheet.  "Go  show  this  to  Nik,  will  you?  I'm  totally 
lost. " 

For  this,  Medicaid  paid  $25.60  for  a  family  planning  visit,  which  is  set  at 
$8.50  more  than  the  usual  return  visit  rate  as  an  incentive  for  doctors  to  take 
time  to  talk  with  patients  about  reproductive  issues. 

But  there  was  no  such  discussion  in  the  six  minutes  Dr.  Plrrucceilo  spent 
with  this  patient,  she  asked  for  birth  control  pills  and  he  simply  complied. 

One  day,  Cherie  Conley  brought  her  three  children- Josephine,  Sade  and 
Donte-to  the  clinic. 

Waddell  gave  two  of  the  children  their  shots,  and  got  the  doctor's  attention 
long  enough  to  write  their  prescriptions,  but  Dr.  Plrrucceilo  himself  never  lef 
his  office  to  examine  the  children. 

Still,  Medicaid  paid  $85.50  for  three  checkups  as  if  he  had. 

"Today  is  Fatties  Day!"  announces  Dr.  Plrrucceilo,  leaning  over  to  rip  a 
taped-up  newspaper  article  about  weight  loss  off  the  wall.  He  flips  it  across 
the  desk  to  his  patient,  Cecilia  Dillard,  who  is  licking  a  cherry  sucker  and 
starting  to  smile. 

She  weighed  in  that  morning  at  242. 

"Cheryl  1"  yells  Dr.  Plrrucceilo.  "Catheyl" 

The  two  come  running. 

"Stand  up!"  the  doctor  tells  his  patient. 

"Now,"  Dr.  Plrrucceilo  says,  'what  am  I  going  to  call  you  if  you  don't  lose 
that  rump?" 

All  three  join  in  a  chorus. 

"FAT  ASS!" 

Everyone  laughs,  including  Dillard. 

For  her,  as  it  is  for  dozens  of  patients  who  drift  in  and  out  of  storefront 
clinics,  it  is  a  doctor's  attention-not  necessarily  the  medical  care-that  she 
wants . 

The  waiting  area  in  the  Cottage  Grove  clinic  is  like  a  big  living  room. 
Patients  gather  to  swap  stories.  They  argue.  Eat.  Sleep.  Little  children  are  fe 
what's  left  from  lunch  if  the  staff  orders  in.  Magazines  disappear  so  quickly 
that  Waddell  finally  stopped  putting  any  out.  No  television,  either.   Patients 
stole  two. 

A  buzzer  rings  every  time  the  front  door  opens.  Often  it's  a  neighborhood 
peddler  selling  anything  from  roach  spray  to  cassette  tapes.  One  man  even  pushe 
a  lawnmower  into  the  clinic,  but  there  wasn't  a  customer  in  the  crowd. 

"This  is  the  human  condition,"  Dr.  Plrrucceilo  says  of  the  panorama. 

Nobody  likes  the  waiting,  but  patients  do  like  Dr.  Plrrucceilo. 

"His  kindness  is  his  weakness,"  Waddell  laments  one  day  as  she  watches  the 
doctor  leave  for  the  corner  store  to  buy  a  six-pack  of  pop. 

He  was  surrounded  almost  immediately.  Sidewalk  idlers  escorted  him  to  the 
store,  hovering  with  outstretched  palms. 

The  soda  only  cost  $4.  But  the  doctor  spent  $10.  He  gave  away  the  rest. 
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Waddeil  and  Hoffman  control  which  patients  get  to  see  the  doctor,  but 
sometimes  even  they  are  outfoxed  or  stunned  by  what  patients  will  try- 

It  took  a  while  to  catch  on  to  the  woman  who  complained  of  diarrhea  every 
time  she  came  to  the  clinic.  It  wasn't  until  they  watched  her  that  they  saw  tha 
instead  of  going  to  the  bathroom,  she  was  looking  for  the  doctor  to  work  him  fo 
prescriptions  in  the  hall. 

One  woman,  Hoffman  remembers,  brought  her  children  to  the  clinic  and  beat 
them  in  the  waiting  room  until  she  was  allowed  to  see  the  doctor.  It  was  a  ploy 
to  get  what  she  wanted,  usually  a  prescription  for  a  codeine  pain-reliever, 
Tylenol  (No. )3. 

A  closed  examining  room  door  is  rare  here.  It  usually  means  someone  wants  to 
work  the  doctor  in  private-a  thief  peddling  a  stolen  blood  pressure  cuff  or  a 
woman  patient  offering  sex  for  the  right  prescription. 

Fake  patients  are  common.  There's  no  way  to  tell  if  a  Medicaid  card  actually 
belongs  to  an  unfamiliar  patient  because  the  card  doesn't  bear  a  photo. 

"But  this  is  not  you!" 

Hoffman  was  furious,  arguing  with  the  impostor  at  the  front  counter.  The 
woman  insisted  it  was  her  own  Medicaid  card,  but  Hoffman  remembered  her  as  a 
different  patient.  The  woman  denied  it  even  as  Hoffman  was  pulling  her  real 
file. 

If  it  happened  when  Martin,  the  clinic  broker,  was  there,  he  had  his  own 
method . 

A  scrappy  man  with  a  pit-bull  temperament,  Martin  would  bolt  out  of  his 
office,  snapping  a  Polaroid  picture  while  asking  personal  questions,  rapid  fire 
If  the  answers  were  satisfactory,  he'd  pass  the  patient  through. 

Not  everyone  who  walks  into  the  doctor  is  sick  in  the  medical  sense,  but  mos 
everyone  has  a  complaint.  Patients  expect  the  reward  of  a  storefront  visit,  a 
free  bag  of  medicines  to  take  home. 

"You  have  to  give  them  something,"  explains  Dr.  Pirrucceilo.  'At  least,  then. 
I've  witch-doctored  them.  I've  given  them  the  validation  they  need." 

It  is  an  attitude  that  the  pharmaceutical  companies  know  well.  Seldom  does  a 
day  pass  that  at  least  one  drug  salesperson  isn't  in  the  clinic. 

"Suprax!"  exclaims  Phil  Crawford,  who  represents  Lederle  pharmaceutical 
products,  as  he  waves  his  hand  over  a  display  of  glossy  brochures  and  promotion 
for  the  antibiotic  he  has  arranged  on  the  doctor's  desk.  "It's  a  24-hour  power 
against  respiratory  pathogens." 

"I  know  you're  writing  it,"  Crawford  said,  "and  I  want  to  thank  you." 

"Oh,  it's  nothing,"  the  doctor  says. 

In  the  pharmacy,  however,  Tajpuria  had  a  different  view. 

"I  hate  to  dispense  this  one,"  he  groused.  "It  is  so  expensive.  Ten  tablets 
cost  me  more  than  $46."  He  often  has  to  pay  for  the  drugs  long  before  the  state 
reimbursement  reaches  him. 

"Dr.  Pirrucceilo  writes  them  just  because  that  salesman  is  very  aggressive. 
After  he  came  here  so  many  times,  the  doctor  started  writing,"  Tajpuria  said. 

But  Tajpuria  can't  complain  a  lot  about  what  the  doctor  prescribes.   More 
than  95  percent  of  his  income  depends  on  Dr.  Pirrucceilo' s  prescription  pad. 

Sometimes  the  doctor  prescribes  with  Tajpuria,  and  not  necessarily  the 
patient,  in  mind. 

"What  can  I  give  you  today?"  Dr.  Pirrucceilo  asks  Carnell  Burns,  who  is  72. 

"Nothing." 

"You  must  need  something.  I've  got  to  write  something  or  Nik' 11  get  mad  at 
me,"  he  said,  handing  her  a  prescription  for  40  pain  relievers. 

Patients  with  serious  health  concerns  do  walk  into  the  clinic,  and  when  they 
do.  Dr.  Pirrucceilo  copes  as  best  he  can. 

Bernice  Patterson,  who  is  64,  came  one  day  asking  for  what  she  called  her 
"little  black  kidney  pills." 

Her  weight  was  up  to  187.  Her  back  hurt.  Her  hands  were  swollen  and  her  bloo 
pressure  was  an  ominous  260  over  140. 
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Everyone  fell  into  step  to  help.  Waddell  and  Hoffman  escorted  the  woman  into 
an  examining  room.  Tajpuria  brought  a  blood  pressure  pill. 

Dr.  Pirruccello  handed  her  a  glass  of  water  and  took  her  blood  pressure 
reading  a  couple  more  times. 

"Bernice,"  he  said,  talking  gently,  "you  are  a  mess."  His  hands  shook  a 
little  as  he  ripped  off  the  blood  pressure  cuff. 

"I'll  drive  you  home,"  the  doctor  said. 

Patterson,  however,  didn't  understand  the  fuss.  She  insisted  she  could  walk 
the  few  blocks. 

"People  die  from  this,"  said  Dr.  Pirruccello,  frowning  as  she  rose  to  her 
feet.  "You'll  be  down  under  and  I'll  be  standing  here  looking  at  you." 

Another  day,  76-year-old  Maggie  Glover  came  in  with  a  complaint  of  rectal 
bleeding. 

"I  better  send  you  somewhere,  but  I  don't  know  where,"  Dr.  Pirruccello 
fretted.  "I'd  like  to  call  over  to  the  University  of  Chicago,  but  they'd 
probably  tell  me  to  stick  my  butt  out  the  window." 

Like  many  storefront  doctors.  Dr.  Pirruccello  has  no  official  connections 
with  nearby  hospitals  and  no  professional  agreements  to  transfer  patients  in  an 
orderly  fashion. 

He  does  not  have  malpractice  insurance,  either.  He  tried  to  get  coverage  as 
general  practitioner  from  one  carrier,  but  was  denied. 

Glover  left  his  office,  and  Dr.  Pirruccello  would  not  hear  from  her  again. 

Myron  Martin  is  about  to  shut  the  clinic  down. 

"It's  adequate,"  Martin  says  of  his  clinic.  "Dr.  Pirruccello  has  good 
intentions,  but  that  doesn't  make  you  bulletproof." 

He  figures  it  is  only  a  matter  of  time  before  Dr.  Pirruccello' s  number  pops 
out  of  the  Medicaid  computer  for  review. 

And  his  message  book  chronicles  other  pressures-a  collection  agency  for  the 
electric  bill,  an  outstanding  balance  from  a  hardware  store.  Vandals  have 
wrecked  one  of  his  apartment  rehab  jobs.  The  rent  collector  is  brief:  "Please 
give  something,  it's  almost  the  first  of  the  month  again." 

In  the  waning  days,  Tajpuria  abandons  his  cautious  examination  of 
prescriptions  for  "the  magical  combination,"  a  collection  of  expensive  drugs 
often  resold  on  the  street.  Usually,  he  circles  one  or  two  items  and  says  he's 
out. 

"This  is  too  perfect,"  he  says,  head  shaking  as  he  looks  over  a  prescriptior 
Still,  he  fills  it,  a  $147.89  bill. 

"Since  I'm  closing,  to  hell  with  it.  I'll  take  whatever  I  can  get." 

It  is  a  little  after  2  p.m.  on  a  Thursday  when  Dr.  Pirruccello  sees  his  last 
patient.  Martin  calls  everyone  in  his  cramped  office  for  a  small  celebration. 
"It's  not  sad,"  he  calls  out,  "It's  just  over." 

A  weary  Dr.  Pirruccello  walks  stiffly  toward  a  chair. 

"I'm  so  tired,"  he  says,  eyelids  at  half-mast. 

He  has  barely  sat  down  when  Tajpuria  pokes  in  his  head. 

"Did  she  mention  lice?" 

"Lice?"  Startled,  Dr.  Pirruccello  puts  on  his  glasses  and  takes  a  look  at 
what  he  wrote. 

"You  prescribed  a  solution  for  lice,"  Tajpuria  says. 

"She's  got  a  yeast  infection,"  explains  Dr.  Pirruccello. 

Even  Martin  laughs. 

"Where's  the  doctor?"  A  bewildered  Michael  Brunson  stands  °""i^«^^2*^,Mri?tr ' 
He  has  stopped  by  twice  before,  only  to  find  two  chrome  padlocks  on  the  burglar 
gates  in  front. 
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Angry,  Brunson  eyes  the  clinic's  fading  white  and  blue  sign. 

"It's  like  it  vanished,"  he  says. 

And  so  it  did. 

But  not  before  Medicaid  paid  $6,396.70  for  722  blood  tests  ordered  after  the 
clinic  closed  in  the  names  of  65  patients  including  Waddell  and  Hoffman  and 
members  of  their  families. 

Dr.  Plrruccello  moved  on  to  work  at  another  Medicaid  clinic  across  town. 
Tajpuria  bought  another  pharmacy.  Waddell  and  Hoffman,  however,  stayed  on  for 
several  more  weeks  to  help  Martin  close  the  business  down. 

The  owner  of  Bio-Med  Labs  Inc.,  said  the  lab  continued  to  make  daily  stops  tc 
pick  up  blood  samples  which  were  tested. 

Though  she  offered  varying  accounts,  Waddell  said  she  wrote  her  own  initials 
and  signed  Dr.  Pirjniccello' s  name  to  the  requisition  forms.  She  said  she  did  it 
to  keep  her  weekly  paycheck  from  the  lab. 

She  said  Hoffman  helped  her  prepare  the  paperwork  and  Hoffman  later  said  som* 
of  the  writing  could  have  been  hers. 

Martin  just  shakes  his  head  when  he  sees  the  documents. 

"Terrific,"  he  says,  sarcastically. 

In  1988,  Martin  was  indicted  for  Medicaid  fraud.  He  pleaded  guilty  to  taking 
kickbacks  from  the  lab  then  doing  business  there.  Sentenced  to  probation,  he 
also  was  ordered  to  pay  $40,000  restitution  to  Medicaid. 

"I  should  have  been  out  of  this  business  five  seconds  after  the  indictment," 
he  says.  "I've  exercised  very  poor  judgment  here." 

By  the  time  the  Cottage  Grove  clinic  closed,  it  had  touched  the  lives  of 
13,865  patients  whose  files  were  taped  up  inside  boxes,  leaving  some  better  of: 
some  not . 

"They  adjust,"  pharmacist  Tajpuria  says  of  the  patients.  "Nothing  is 
permanent . 

"Always,  there  is  another  place  to  go." 

GRAPHIC:  PHOTOS  7  GRAPHICS  5 
PHOTO:  Lyndon  B.  Johnson. 

PHOTO  (color):  Lucky  patients  find  good  Medicaid  care  at  places  such  as 
Chicago's  Erie  Family  Health  Center.  Tribune  photo  by  Chris  Walker. 

PHOTO:  Dr.  Plrruccello  (right)  reviews  patient  file  with  lab  technician  Cheryl 
Waddell  (left),  receptionist  Cathey  Hoffman  and  pharmacist  Nik  Tajpuria.  The 
staff  sees  about  30  Medicaid  patients  each  day  the  clinic  is  open. 

PHOTO:  Dr.  Plrruccello  always  tries  to  please  his  patients.  Even  on  the 
busiest  days  at  his  South  Side  clinic,  he  has  time  to  stop  for  at  least  a 
brief  chat. 

PHOTO:  Retired  from  his  regular  medical  practice.  Dr.  Frank  W.  Plrruccello 
joined  a  clinic  on  Cottage  Grove  Avenue  that  accepted  Medicaid  patients. 

PHOTO:  Cheryl  Waddell  administers  a  shot  to  a  tearful  youngster.  At  the  hub  of 
the  clinic  she  moves  the  patients  and  staff  around  to  make  it  function. 

PHOTO:  Myron  Martin  brought  the  parts  of  this  Medicaid  clinic  together,  he 
rented  the  space,  found  the  staff. 
Tribune  photos  by  Ovie  Carter. 

GRAPHIC  (color):  Medicaid  in  Illinois.  Recipients.  Spending. 
1983  through  '93. 
Recipients.  1.4  million. 
Spending.  $4.8  billion. 
Chicago  Tribune. 

GRAPHIC:  MEDICAID  A  SYSTEM  IN  CRISIS 
PART  1:  STOREFRONT  CARE 

MEDICAID'S  ORIGINS 

1965 

Medicaid  was  part  of  President  Lyndon  Johnson's  "Great  Society"  social 

initiative.  Using  federal  and  state  money,  the  program  was  originally  intendeo 

to  pay  for  poor  women  and  children  who  qualified  for  public  assistance. 
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1972 

After  rapid  cost  increases,  Medicaid  entered  a  new  phase  of  expanded  growth 
with  the  program's  coverage  o£  nursing  home  care.  By  mid-decade,  care  for  the 
mentally  retarded  was  also  made  part  of  the  foundation  of  Medicaid,  laying  tht 
groundwork  for  huge  cost  hikes  in  the  '80s  and  '90s.  The  cost  of  long-term 
care  would  quickly  dominate  Medicaid. 

1980 

Congress  approved  the  Boren  Amendment,  forcing  states  to  pay  hospitals  and 
nursing  homes  adequate  rates  for  Medicaid  services.  Starting  in  the  mid-1980s. 
Congress  began  approving  a  series  of  federally  mandated  Medicaid  coverage 
expansions.  Together,  these  votes  helped  create  a  multi-billion  budget-buster 
for  the  states. 

1990 

By  the  start  of  the  new  decade,  the  cost  of  Medicaid  had  jumped  to  $72 
billion,  almost  triple  the  amount  spent  in  1980.  In  25  years.  Medicals  became 
the  dominant  budget  force  in  most  states,  often  replacing  elementary  and 
secondary  education  as  the  top  financial  priority. 

GRAPHIC:  THE  CARD 

The  card  is  actually  a  piece  of  paper  about  3   1/2"  by  6   1/2"  with 

recipients'  name  (but  no  photo),  case  number  and  eligibility  period.  Most 

cards  are  good  for  one  month  and  are  mailed  to  recipients,  one  card  per 

family. 

WHO'S  ELIGIBLE  FOR  MEDICAID? 

-  People  whose  incomes  are  below  the  poverty  level  and  are  either  aged,  blind 
or  disabled.  Applicants  for  cash  assistance  from  the  government  are 
automatically  enrolled  in  the  Medicaid  program. 

-  Also  eligible  are  people  who  cannot  afford  to  pay  their  medical  bills  but 
whose  income  exceeds  poverty  standards  for  cash  assistance.  Many  are  senior 
citizens  on  Social  Security  whose  medical  bills  are  larger  than  their  income. 

WHAT  DO  RECIPIENTS  GET? 

Access  to  free  medical  care  and  free  prescriptions  from  health  care  providers 
in  the  Medicaid  system.  Patients  may  visit  as  many  doctors  as  they  wish  unless 
their  card  is  restricted,  they  use  an  HMO  or  are  part  of  a  special  program. 
They  also  get  f ree-over-the  counter  remedies  with  a  doctor's  prescription. 

GRAPHIC:  MEDICAID,  MEDICARE,  WHAT'S  THE  DIFFERENCE 

Medicaid:  A  state  and  federally- funded  program  to  reimburse  doctors, 
hospitals,  laboratories,  nursing  homes  and  pharmacies  for  the  cost  of  treating 
low-income  persons  who  pay  nothing  for  care.  The  federal  government  pays  at 
least  50  percent  of  the  cost,  but  states  have  leeway  to  administer  the 
program . 

Medicare:  A  federally-financed  and  administered  health  insurance  plan  for 
nearly  all  persons  65  and  older  and  disabled  persons  under  65.  Unlike 
Medicaid,  Medicare  is  part  of  the  Social  Security  system  and  recipients  pay  a 
portion  of  the  cost.  Medicare  helps  underwrite  some  hospital  and  nursing  home 
care.  It  helps  pay  doctors'  fees,  outpatient  and  home  health  care  and  other 
services  but  not  drugs . 

GRAPHIC:  RISING  COSTS:  WHERE  THE  MONEY  GOES 

In  fiscal  1993,  Illinois  spent  $4.8  billion  on  Medicaid,  an  increase  of  24 

percent  from  fiscal  1992.  About  $3.4  billion,  70  percent  of  the  state's 

Medicaid  spending  went  to  hospitals  and  long-term  care.  The  U.S.  spent  $119 

billion  on  Medicaid  in  fiscal  1992,  the  most  recent  year  for  which  figures  are 

available. 

AILLINOIS  BUDGET 

Education  $5  billion 

Human  services  $2.9  billion 

Other  $3.4  billion 

Total  Illinois  budget  for  fiscal  1993:  $16.1  billion 

ILLINOIS  MEDICAID  SPENDING 

Medicaid  spending  in  fiscal  1993: 

-  Hospitals  $2  billion 

-  Long-term  care  t\.i   billion 

-  Related  services  $450  million 

-  Drugs  $326  million 

-  Practitioners/doctors  $304  million 

-  All  other  $359  million 
Total  Illinois  Medicaid  spending:  $4.8  billion 

A 

U.S.  MEDICAID  SPENDING 

The  federal  government  and  the  states  share  the  cost  of  Medicaid. 

In  Illinois  the  state  pays  50  percent  of  its  Medicaid  bill,  and  the  federal 

government  pays  50  percent. 

ATOTAL  MEDICAID  SPENDING 

In  billions  of  dollars 


236 


1970 

Federal  govt.  $5 

States  $2 

1975 

Federal  govt.  J 13 

States  $6 

1980 

Federal  govt.  $26 

States  $11 

1985 

Federal  govt.  $41 

States  $18 

1990 

Federal  govt.  $72 

States  $31 

1992 

Federal  govt.  $119 

States  $51 

1995+ 

Federal  govt.  $189 

States  $85 

+Projectlon 

A 

About  one  In  eight  Illinois  residents  was  covered  under  Medicaid  In  fiscal 

1993,  a  total  of  1.4  million  people. 

OUT  OF  CONTROL 

Illinois  Medicaid  spending  has  increased  more  than  2,000  percent  since  1970. 

ASpending  in  billions  of  dollars 

'70   $2 

'75    $.7 

'80   $1.3 

'85   $1.7 

'90   $2.3 

'93   $4.8 

A 

In  Illinois,  there  are  about  39,370  Medicaid  providers  including  doctors, 

practitioners,  hospitals,  clinics,  long-term  care  facilities,  transportation 

companies,  labs  and  pharmacies. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid 
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BODY: 

Medicaid  handles  21  million  bills  a  year  for  doctors'  appointments,  hospita 
stays,  medical  supplies  and  drugs,  but  it  often  doesn't  know  why,  for  what,  or 
for  whom. 

Mostly,  it  Just  pays  them. 

It  shells  out  more  than  $50  million  for  prescription  drugs  without  knowing 
who  ordered  them.  It  pays  millions  for  visits  to  hospital  emergency  rooms  for 
everyday  problems  such  as  the  common  cold. 

Over-the-counter  drugs  cost  $21.3  mlllion-an  expensive  home-remedy  shelf. 
Medicaid  pays  for  tens  of  thousands  of  doctor  bills  with  no  idea  of  what  was 
wrong  with  the  patients. 

Every  time  a  health-care  provider  mails  a  bill  to  Medicaid,  the  state's 
computer  system  plucks  bits  of  data  from  each  voucher.  But  the  information  the 
state  keeps  is  often  unreliable,  incomplete  and  sometimes  stored  in  a  manner 
that  makes  it  nearly  impossible  to  get  an  accurate  picture  of  how  or  why  publi 
money  is  spent. 


237 


In  fact,  Medicaid  doesn't  require  some  information  to  be  correct.  Officials 
say  it  is  common  for  meaningless  digits  to  be  entered  on  billing  forma  to  fill 
in  blanks  so  the  computer  won't  reject  the  claim. 

The  Tribune  obtained  copies  of  the  state's  computerized  billing  records  tha 
spanned  fiscal  years  1990  and  1991  and  reassembled  the  data  to  find  out  where 
Medicaid  money  goes . 

y  COMPUTER  PAPER  CHASE  TURNED  VOLUMINOUS 

yit  began  with  a  simple  request. 

Following  an  examination  of  how  public  money  was  spent  on  health  care  in 
Chicago,  the  Tribune  decided  to  look  at  what  Medicaid  was  paying  for  primary 
care. 

After  several  weeks  of  asking  for  the  most  basic  information  about  five 
Medicaid  doctors'  practices-volume  of  patients,  total  dollars  paid  to  the 
physicians,  numbers  of  patients  treated  in  a  year,  most  frequent  diagnoses  and 
medicines  prescribed-information  was  not  forthcoming. 

Officials  at  the  Illinois  Department  of  Public  Aid,  the  bureaucracy  in  char 
of  Medicaid,  offered  varying  explanations  including  that  separate  computer  run 
were  needed  because  of  the  way  information  was  stored. 

In  February  of  1990,  Public  Aid  responded  to  the  newspaper's  request  under 
the  Illinois  Freedom  of  Information  Act  (FOIA).  The  agency  produced  several 
batches  of  computer  printouts  that  detailed  aspects  of  each  doctor's  practice, 
as  well  as  the  pharmacies.  The  stack  was  4  feet  tall. 

But  the  task  of  assembling  patient  profiles  was  virtually  impossible  by  han. 
The  information  was  not  organized  the  same  way  in  each  batch.  Doctor  records, 
for  example,  spanned  an  entire  fiscal  year  but  pharmacy  records  did  not.  To 
preserve  patient  confidentiality,  there  were  no  names,  just  identifying  number 

So  the  newspaper  made  a  FOIA  request  for  the  billings  for  these  providers  o 
computer  tapes,  which  were  turned  over  in  July  1990.  Initial  computer  searches 
revealed  bits  and  pieces  of  what  appeared  to  be  a  system  in  chaos-patients 
visiting  several  doctors,  many  on  the  same  day,  and  obtaining  many 
prescriptions . 

On  Nov.  29,  1990,  the  newspaper  filed  another  FOIA  request  asking  for  fisca 
1990  billing  records  for  all  providers.  In  January  1991,  Public  Aid  turned  ove 
66  tape  cartridges-32  million  records. 

Over  the  next  two  years,  the  Tribune  obtained  the  data  for  fiscal  1991.  In 
all,  the  newspaper  obtained  80  million  computer  records  including  diagnoses, 
visits,  procedures,  prescriptions  and  an  electronic  directory  of  more  than 
60,000  health-care  providers. 

Painstakingly,  the  computer  was  used  to  rearrange  the  records  to  track 
patients  and  document  usage,  generating  huge  stacks  of  printed  information  tha 
were  reshuffled  and  analyzed  patient  by  patient,  page  by  page. 

The  examination  took  the  Tribune  into  dozens  of  doctor's  offices,  pharmacie 
and  hospitals  and  resulted  in  hundreds  of  interviews  with  patients,  health  car 
providers  and  government  officials.  In  all,  the  newspaper  filed  118  FOIA 
requests  with  Public  Aid. 

More  than  250,000  pages  of  computer  records  were  analyzed,  marked  with 
colored  pens  and  bound  into  volumes  as  a  foundation  for  a  study  of  how  Medical 
works  at  its  most  basic  level-when  patients  go  to  the  doctor. 

y  THE  BILLS  GET  PAID  WITHOUT  QUESTION 

21  MILLION  CLAIM  FORMS  SPIN  THROUGH  THE  SYSTEM 

yDr.  Evaristo  Aguinaldo  was  flabbergasted. 

"What  is  that?  Doesn't  that  mean  dead?" 

Even  the  doctor  couldn't  believe  the  diagnosis  he  had  reported  for  862  of  ^ 
patients . 

But  Medicaid  did.  And  paid  the  bills,  all  $15,000  of  them,  even  though  the 
diagnosis  code  on  Dr.  Aguinaldo' s  billing  forms  suggested  that  his  patients 
might  be  dead. 

The  confused  state  of  Dr.  Aguinaldo 's  records  is  only  one  example  of  how  tr 
$4.8  billion  Illinois  Medicaid  program  routinely  spends  tens  of  millions  of 
dollars  for  health  care,  medical  supplies  and  prescriptions  that  it  knows  ver^ 
little  about. 

These  are  just  some  of  the  ways  Medicaid  dollars  were  spent  in  fiscal  1991: 


27-392  96-9 
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Nearly  $53  million  was  spent  on  prescription  drugs  which,  without  painstaki 
searches  of  thousands  of  prescription  sheets,  could  never  be  linked  to  the 
doctor  who  ordered  them. 

About  $2  million  was  poured  into  just  three  storefront  clinics  on  the  West 
Side  of  Chicago,  their  front  doors  only  footsteps  apart.  The  three  doctors  hac 
750  patients  in  common,  some  of  whom  saw  all  three  the  same  day. 

More  than  $21.3  million  was  spent  on  basic  over-the-counter  drugs  like  pair 
relievers  and  cough  syrup,  which  Medicaid  pays  for  only  with  a  prescription. 
Usually,  the  patient  has  visited  a  doctor  to  get  the  prescription,  and  that 
means  an  extra  bill. 

Nearly  $6.2  million  was  paid  for  visits  to  hospital  emergency  rooms  for 
everyday  problems  like  earaches,  simple  respiratory  infections  and  common  cole 

And  it  doesn't  end  there. 

Medicaid  pays  millions  of  dollars  to  laboratories  that  don't  list  the  name 
the  doctor  who  ordered  the  test,  to  pharmacies  that  don't  report  the  name  of  t 
doctor  who  prescribed  the  drugs,  to  physicians  for  work  done  by  someone  else. 

During  the  research  for  this  series,  the  Tribune  obtained  copies  of  the 
state's  computerized  billing  records  that  spanned  the  1990  and  1991  fiscal  yec 
and  reassembled  the  data  to  find  out  where  Medicaid  money  goes. 

Every  time  a  provider  mails  a  bill  to  Medicaid,  the  state's  massive  compute 
system  plucks  bits  of  information  from  each  voucher  as  it  passes  through  on  i-. 
way  to  being  paid.  The  systems  processes  more  than  21  million  claim  forms  eact 
year. 

But  the  information  the  state  keeps  is  often  unreliable,  incomplete  and 
sometimes  stored  in  a  manner  that  makes  it  nearly  Impossible  to  get  an  accura-. 
picture  of  how  or  why  public  money  is  spent. 

In  fact,  some  of  Medicaid's  data  isn't  accurate  because  Medicaid  doesn't 
require  it  to  be  correct  in  the  first  place.  Officials  say  it  is  commonplace 
meaningless  digits  to  be  entered  on  billing  forms  to  fill  in  blanks  so  that  t: 
computer  will  not  reject  the  claim. 

But  that's  the  only  record  Medicaid  has. 

Nearly  three  decades  ago,  when  Medicaid  was  enacted,  its  most  basic  role  was 
to  pay  health-care  providers  for  services.  In  Illinois,  the  program  is  overseei 
by  the  state's  welfare  agency,  the  Department  of  Public  Aid. 

"We  are  the  insurance  company  for  more  than  a  million  people,"  said  Steve 
Dunn,  who  formerly  oversaw  statistical  payment  analysis  for  the  Illinois 
Medicaid  program. 

Because  the  state  stores  its  information  according  to  the  provider  of 
service,  not  according  to  the  patient  who  received  the  medicine,  the  lab  test  ■ 
the  doctor's  care,  something  so  basic  as  tracking  a  patient's  path  through  the 
health-care  system  is  almost  impossible  for  the  state  to  do  on  a  large  scale. 

To  assemble  a  patient's  history  requires  separate  computer  runs  through  all 
the  provider  files,  generating  separate  stacks  of  paper  printouts  which  must 
then  be  searched,  sorted  and  put  together  by  hand. 

Gathering  Medicaid  patient  information  is  a  lot  like  going  to  a  library  to 
find  a  book,  but  having  to  go  to  different  floors  and  different  sections  for 
each  chapter,  only  to  discover  that  pages  are  jumbled,  ripped  in  half,  or  gone 

Public  Aid  can  produce  some  computer  reports  on  Medicaid  data  almost 
overnight.  Number  tallies,  like  how  many  aspirin  a  doctor  dispensed  in  a 
three-month  period,  are  easy.  But  because  of  the  sheer  volume  of  providers  who 
bill  Medicaid  and  the  number  of  services  billed.  Public  Aid  needs  specially 
written  programs  to  get  some  reports. 

Even  basic  information  can  take  weeks  to  obtain.  In  one  instance,  Medicaid 
officials  needed  more  than  a  month  to  find  out  how  many  patients  a  doctor 
treated  during  a  fiscal  year. 

Shortly  after  being  named  director  of  the  Illinois  Department  of  Public  Aid 
in  January  1991,  Phil  Bradley  became  concerned  about  a  lack  of  accountability 
built  into  the  Medicaid  program  because  it  is  so  dependent  on  an  antiquated 
computer  system  and  the  piecemeal  information  it  keeps. 

He  hired  an  outside  consulting  firm  to  take  a  look  at  the  data  analysis 
system  upon  which  Medicaid  depends  to  monitor  how  it  spends  public  money. 

The  recommendation:  A  $5.9  million  overhaul.  The  sum  was  much  too  large  and 
the  task  too  controversial  to  be  tackled  in  the  3  1/2  years  he  spent  in  the  jo: 

"The  system  is  good  for  chucking  out  the  checks,"  he  said. 
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Sometimes  that's  just  about  it. 

Medicaid's  computer  records  tell  a  story  about  how  public  money  is  spent. 
Sometimes  wisely,  sometimes  not. 

The  Cal-Devon  Medical  Center  at  6420  N.  California  Ave.  on  Chicago's  North 
Side  is  co-owned  by  Dr.  Boris  Gurevlch.  when  the  state's  computer  flagged  Nath. 
Pharmacy  in  the  building  for  dispensing  high  amounts  of  expensive  drugs  and 
controlled  substances,  Medicaid  auditors  stumbled  onto  something  else:  Dr. 
Gurevich  co-owned  Nathan  Pharmacy  too. 

More  than  half  his  prescriptions  were  being  filled  at  Nathan,  which  meant 
that  each  time  he  wrote  a  prescription  dispensed  at  that  pharmacy,  part  of  the 
Medicaid  reimbursement  came  right  back  to  him. 

In  fiscal  1990,  according  to  the  state's  records,  Medicaid  paid  Nathan 
$475,370  for  Dr.  Gurevich' s  prescriptions.  Such  ownership  is  not  illegal,  but 
was  enough  of  a  concern  to  Medicaid  that  eventually  Dr.  Gurevich  and  the  docto: 
with  whom  he  owned  the  pharmacy  sold  the  business  to  settle  the  dispute. 

A  year  later.  Dr.  Gurevich  wrote  $825,799  in  prescriptions  paid  for  by 
Medicaid-more  than  any  other  doctor  in  the  state. 

Short  of  a  chart-by-chart  examination  of  his  patients'  records,  it  would  be 
almost  impossible  for  the  state  to  make  any  judgments  about  whether  the 
medicines  were  necessary.  That's  because  the  state's  computer  has  no  diagnosis 
recorded  for  about  a  third  of  Dr.  Gurevich' s  patients  in  fiscal  1991. 

While  a  patient's  diagnosis  is  a  valuable  piece  of  information  to  have  at 
hand  when  evaluating  quality-of-care  issues,  the  state  does  not  require  its 
Medicaid  doctors  to  report  one.  Hundreds  of  doctors  don't  bother  to  list  a 
diagnosis  on  at  least  some  of  the  bills  they  submit  to  Medicaid. 

In  fiscal  1991,  Medicaid  paid  $2.4  million  for  189,000  doctor  visits  for 
which  the  computer  records  list  no  diagnosis. 

The  Medicaid  program  is  so  hungry  for  doctors  to  see  the  patients  that  it 
doesn't  question  where  they  set  up  their  clinics,  even  if  there  are  other 
doctors  already  there. 

Over  two  years,  Drs .  Ramesh  Savalla,  Eduardo  Solver  and  Mohammed  All  worked 
in  separate  storefront  clinics  within  a  few  hundred  feet  of  each  other  in  the 
North  Lawndale  neighborhood  on  Chicago's  West  Side. 

In  fiscal  1990  and  1991,  these  doctors  billed  for  31,672  patient  visits,  mar 
of  them  from  the  same  patients.  More  than  750  people  went  for  medical  care  at 
all  three  locations,  and  there  were  more  than  1,000  patients  who  went  to  at 
least  two  of  them,  frequently  visiting  the  clinics  in  the  600  and  700  blocks  o 
South  Pulaski  Road  on  the  same  day. 

Medicaid  paid  for  it  all-$2, 195,274  for  doctor  visits,  prescriptions  and  la; 
tests . 

At  least  those  doctors  were  in  Illinois. 

For  two  years,  Medicaid  paid  for  drugs  that  listed  the  identification  numbe 
of  Dr.  Helen  How.  There  were  a  lot  of  prnscriptions-$l,288, 090  worth,  to  be 
exact. 

Except  Dr.  How  didn't  work  in  Illinois.  Even  the  Department  of  Public  Aid 
listed  her  as  "inactive"  in  its  doctor  files. 

Dr.  How  completed  a  fellowship  at  the  University  of  Illinois  Hospital  and 
left  for  the  Department  of  obstetrics  and  Gynecology  at  the  University  of 
Louisville  Medical  School  in  June  1989. 

But  Medicaid  chugged  along,  continuing  to  pay  for  prescriptions  that  llstec 
her  Medicaid  provider  number  or  her  Drug  Enforcement  Administration  (DEA)  numi 
as  the  ordering  physician.  The  prescriptions  were  filled  at  502  different 
pharmacies  in  Chicago  and  120  other  suburbs  and  towns. 

The  DEA  number  listed  In  Medicaid  records  as  belonging  to  Dr.  How  is  actua. 
assigned  to  the  University  of  Illinois  Hospital.  "That  is  the  general  number 
that  residents  in  our  hospital  use,"  said  a  hospital  spokeswoman. 

"Some  of  our  attending  physicians  don't  have  DEA  numbers,  so  they  use  it," 
the  spokeswoman  explained.  "At  one  time  or  another  there  have  probably  been  5( 
doctors  using  that  number." 

Medicaid  officials  say  that  if  they  need  to  check  prescriptions  like  those 
written  under  Dr.  How's  number,  they  can  dispatch  an  auditor  to  any  of  the  2,i 
pharmacies  that  bill  the  Medicaid  program  to  sort  through  the  prescriptions, 
page  by  page. 
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But  those  were  just  a  fraction  of  the  Medicaid  drugs  prescribed  that  year 
that  the  state  could  not  link  to  a  doctor's  name  because  of  the  gaps  in  its 
records . 

Medicaid  paid  for  $46.3  million  in  drugs  in  fiscal  1991  that  couldn't  be 
tracked  because  the  bills  listed  35,600  DEA  numbers  the  computer  couldn't 
identify. 

The  state  paid  another  $6.3  million  for  pharmacy  billings  that  listed  the 
prescribing  doctor's  number  as  BBlllllll,  a  dummy  number  used  so  the  computer 
would  not  reject  the  bills  for  payment. 

Like  the  diagnosis  code,  Che  prescribing  doctor's  name  or  number  isn't 
required. 

Medicaid  is  most  vulnerable  when  the  prescribing  physician  is  a  doctor  who 
no  longer  enrolled  in  the  program.  From  July  1989  to  the  end  of  June  1991, 
Medicaid  paid  more  than  $750,000  for  prescriptions  written  by  83  physicians  n 
longer  allowed  to  bill  Medicaid  because  they  had  been  terminated  or  withdrew, 
many  after  the  state  questioned  their  practice  of  medicine. 

Dr.  Rodolfo  Casaclang,  who  practices  at  Casaclang  Medical  Center,  3620  W. 
Division  St.,  has  been  in  this  situation  since  he  was  barred  from  Medicaid  in 
1987. 

Dr.  Casaclang  failed  the  Illinois  licensing  exam  nine  times  before  he  was 
finally  granted  a  medical  license.  He  began  billing  Medicaid  in  1973. 

Eventually,  Medicaid  cited  him  for  seeing  as  many  as  ISO  patients  a  day, 
falling  to  order  lab  tests,  illegible  handwriting  and  keeping  "unbelievable" 
files.  For  example,  a  3-year-old  child  was  listed  as  22  Inches  tall  and  weigh 
170  pounds  and  a  S-year-old  child  was  listed  as  5  feet  tall,  weighing  40  pour. 

Medicaid  has  denied  Dr.  Casaclang' s  request  for  reinstatement.  But  still, 
Medicaid  paid  his  prescriptions-$179,000  worth  over  two  years. 

Without  effective  ways  to  measure  patient  behavior,  Medicaid  routinely  pay 
for  health  care  that  is  ridiculous  on  its  face. 

For  example,  Medicaid  paid  more  for  the  stomach  ulcer  drug  Zantac  than  any 
other  drug  in  the  program-$9.4  million  in  fiscal  1991. 

It  cost  Medicaid  about  $1.45  a  pill  and  is  commonly  used  to  treat  the 
symptoms  of  a  stomach  ulcer.  Typically,  medical  experts  say,  a  person  with  th 
condition  should  require  no  more  than  about  400  to  450  pills  a  year. 

But  an  examination  of  Medicaid  records  shows  that  some  patients  got 
extraordinary  amounts. 

The  champion  patient  obtained  9,218  Zantac  pills  in  one  year.  That  was  eno 
to  take  two  a  day  for  12  years,  when  the  recommended  period  for  that  dosage  i 
only  eight  to  12  weeks. 

There  were  20  patients  who  obtained  more  than  2,000  tablets  each  and  more 
than  1,000  others  who  got  more  than  600. 

"For  most  people,  1,000  tablets  a  year  is  highly  excessive,"  said  Dr.  Bret 
Lashner,  a  former  University  of  Chicago  gastroenterologist . 

For  many  Medicaid  patients,  getting  sick  after  5  p.m.  or  on  a  weekend  mean 
visit  to  the  emergency  room  because  there  are  no  doctors  around  or  to  call, 
some,  it  is  a  way  to  find  a  doctor  they  feel  they  can  trust.  For  others,  it  j 
happens  to  be  convenient. 

Emergency  rooms-open  24  hours  and  stocked  with  doctors  who  work  in  a  hospi 
setting-are  often  the  preferred  place  to  go. 

One  64-year-old  South  Side  woman  used  her  Medicaid  card  like  a  bus  pass.  I 
one  IS-month  stretch,  she  made  23  trips  to  emergency  rooms  in  eight  different 
hospitals  and  to  33  different  doctors. 

In  one  three-week  stretch,  this  woman  sought  medical  treatment  from  seven 
different  doctors  and  was  treated  five  times  in  the  emergency  rooms  of  three 
hospitals-University  of  Chicago,  Hyde  Park  and  Jackson  Park.  Yet  she  was  neve 
sick  enough  to  be  hospitalized.  All  of  that  cost  $31,858. 

Earlier  this  year,  the  General  Accounting  Office  reported  that  Medicaid 
patients  were  largely  responsible  for  a  dramatic  increase  in  emergency  room 
loads  between  1985  and  1990  nationwide.  Medicaid  visits  alone  increased  by  34 
percent. 

Inappropriate  use  of  hospital  emergency  rooms  is  an  ever-increasing  line  1 
in  the  Illinois  Medicaid  budget. 

It  is  costly  for  Medicaid,  which  often  pays  more  than  three  times  the  cost 
a  doctor's  visit  for  a  trip  to  the  emergency  room. 


241 


It  Is  costly  for  the  hospital  which,  because  of  Medicaid's  low 
remlabursements ,  cannot  recoup  a  lot  of  its  charges. 

It  is  costly  for  the  privately  insured  patients,  whose  premiums  go  up  when 
hospitals  cover  their  Medicaid  losses  by  boosting  prices  for  those  who  pay. 

Medicaid  spent  more  than  $66.6  million  on  hospital  and  doctor  bills  for 
treating  Medicaid  patients  in  emergency  rooms  in  fiscal  1991. 

While  a  majority  of  246,044  patients  who  visited  hospital  emergency  rooms 
went  only  one  or  two  times,  Medicaid  paid  for  more  than  six  trips  for  3,223 
patients . 

And  just  524  patients  each  averaged  29  visits  that  year,  costing  $1.2 
million. 

Their  medical  problems  were  the  kind  that  could  have  probably  been  managed 
far  more  efficiently  and  more  cheaply  in  a  doctor's  office:  Stomachache, 
earache,  cold,  backache,  alcohol  abuse,  asthma  and  migraine  headaches. 

They  visited  142  different  hospitals,  logging  15,203  emergency  visits. 
Three-fourths  of  their  trips  were  to  hospitals  throughout  the  metropolitan 
Chicago  area  and  in  the  collar  counties. 

One  patient,  for  example-a  33-year-old  Du  Page  County  woman-was  treated  17 
times  in  emergency  rooms  at  6  different  hospitals  in  Joliet,  Elgin,  Aurora, 
Hinsdale,  Downers  Grove  and  Naperville,  costing  Medicaid  $1,146.  Her  diagnoses 
included  drug  dependence,  depression  and  a  headache.  She  cost  an  additional 
$4,193  in  doctor  bills  for  X-rays  and  other  care. 

Many  patients  say  they  walk  into  emergency  rooms  because  they  just  don't 
trust  neighborhood  Medicaid  doctors. 

"Unfortunately,  in  this  community,  as  in  many  indigent  communities,  Medicaic 
patients  tend  to  use  the  emergency  room  for  primary  care,"  observed  Dr.  Leslie 
Zun,  director  of  emergency  services  for  Mount  Sinai  Hospital  Medical  Center,  or 
of  the  busiest  Medicaid  hospitals. 

"We  don't  turn  anyone  away,"  Dr.  Zun  said. 

But  some  doctors  routinely  do. 

Not  necessarily  because  they  won't  take  a  Medicaid  card,  but  because  they  ar 
unable  to  provide  for  any  treatment  beyond  the  confines  of  their  office-based 
Medicaid  work. 

Or.  Dharam  Paul  has  owned  his  own  clinic  at  2404  E.  79th  St.  for  more  than  : 
years.  He  cannot  admit  his  sick  patients  to  a  hospital  because  he  is  without 
hospital  privileges. 

"The  only  way  is  to  tell  them  to  go  to  the  emergency  room,"  says  Dr.  Paul. 
"This  is  how  I  avoid  malpractice." 

Four  years  ago.  Public  Aid  paid  an  outside  consultant  $93,000  to  evaluate  tt 
state's  spending  of  the  Medicaid  dollar. 

The  consultant,  Terry  Stoica,  identified  the  "inordinate  use  of  emergency 
roooks  for  primary  care"  as  a  $14.4  million  problem  in  Illinois. 

She  examined  bills  for  the  1988  fiscal  year  and  found  that  the  top  20 
emergency  room  diagnoses,  including  colds,  flu  and  earaches,  could  have  been 
been  treated  more  cheaply  and  efficiently  in  a  doctor's  office. 

Stoica  was  then  hired  to  run  the  state's  Medicaid  program  and  she  learned 
that  identifying  the  problem  was  far  easier  than  fixing  it. 

Instead  of  getting  better,  it  changed  for  the  worse. 

Three  years  later,  in  the  1991  fiscal  year,  Medicaid  spent  $18.2  million  oi 
the  services  Stoica  had  flagged. 

Patients  were  coming  in  for  the  same  reasons,  but  much  more  of ten-visits 
grew  by  20  percent,  from  216,000  to  260,000  visits  a  year. 

The  single  largest  increase  was  for  treatment  of  simple  ear  infections,  a 
common  childhood  ailment.  The  number  rose  from  27,500  to  40,200  visits  in  just 
three  years . 

A  1-year-old  Elgin  girl  is  a  one  example.  She  was  taken  to  the  Sherman 
Hospital  emergency  room  on  14  occasions,  including  six  trips  for  an  earache, 
between  those  visits,  she  was  taken  16  times  to  four  different  doctors  for 
problems  including  diaper  rash,  sore  throat  and  a  cold. 

Medicaid  paid  $766  for  her  treatment  in  emergency  rooms  and  another  $344  fc 
her  doctor  bills. 
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For  the  privately  insured  and  the  uninsured,  minor  assaults  like  a  runny 
nose,  sore  throat,  itchy  scalp,  indigestion  or  a  headache  usually  mean  a  simpli 
trip  to  the  drugstore  to  buy  aspirin,  cough  syrup,  or  Maalox. 

But  it's  different  for  Medicaid  patients.  In  Illinois  Medicaid  won't  pay  fc 
everyday  remedies  unless  a  doctor  has  prescribed  them. 

The  first  time  she  used  her  new  Illinois  Medicaid  card,  Rosemary  Keys 
learned  it  would  pay  for  over-the-counter  medications,  but  she  couldn't  just  qt 
them  in  the  drug  store. 

When  she  went  to  see  Dr.  Joseph  Thompson  in  the  storefront  clinic  on  East 
63rd  Street,  she  found  that  going  to  the  doctor  is  like  going  to  the 
drugstore-except  it  can  take  longer.  She  sat  in  the  waiting  room  for  two  hours 
until  the  doctor  showed  up. 

Then  he  spent  only  four  minutes  with  the  two  children,  ages  3  and  2  months 
and,  without  touching  them  during  his  exams,  wrote  prescriptions. 

So  when  she  walked  out  of  the  clinic,  she  carried  two  bags  of  medicine  wor- 
$34,  including  two  bottles  of  cough  syrup,  dandruff  shampoo,  skin  cream,  a  tub< 
of  ointment  and  an  antibiotic.  All  but  the  antibiotic  were  over-the-counter 
drugs. 

"I  should  have  just  kept  on  buyin'  my  medicine,"  said  Keys.  "The  only  thine 
this  card  did  was  take  care  of  the  money  part,  but  I  was  wasting  my  time. 

"Is  this  what  Medicaid  pays  for?"  Keys  asked. 

The  Medicaid  policy  of  requiring  a  doctor  to  determine  the  medical  necesslt 
for  all  pharmaceutical  items,  ranging  from  expensive  antibiotics  to  such 
everyday  items  as  rubbing  alcohol,  condoms  and  aspirin,  is  explained  as  a  matte 
of  control. 

And  so  a  bottle  of  aspirin  is  anything  but  cheap.  It  can  generate  a  doctor' 
bill,  a  lab  test  bill  and  finally  the  prescription  bill  for  the  aspirin  and 
whatever  else  may  be  tacked  on. 

Medicaid  billings  show  that  it  is  unusual  for  a  patient  to  leave  a  doctor's 
office  with  a  prescription  for  just  one  over-the-counter  item. 

In  fiscal  1991,  Illinois  paid  $21.3  million  for  these  drugs,  according  to 
Medicaid  records. 

In  addition,  a  computer  examination  shows  Medicaid  pays  for  thousands  of  $1 
to  $42  doctor  visits  when  a  simple  trip  to  the  drugstore  would  suffice. 

An  analysis  of  4.1  million  doctor  visits  billed  in  fiscal  1991  shows  that 
614,000,  or  about  IS  percent,  were  for  what  doctors  diagnosed  as  sore  throat, 
colds  and  respiratory  infections.  The  cost  in  doctor  bills  alone:  $12.7  million 

That  makes  the  over-the-counter  drug  business  one  expensive  home  remedy 
shelf  in  the  Medicaid  program. 

Illinois  paid  $3.1  million  for  aspirin  and  nearly  $2  million  for  cough 
syrup.  More  than  $1  million  went  for  antacids  like  Maalox.  Nearly  $1  million  fc 
laxatives  and  antidiarrheal  medicines.  More  than  $500,000  for  skin  cream.   Over 
$350,000  for  antibacterial  ointment.  Nearly  $200,000  for  condoms. 

Not  to  mention  the  cost  of  head  lice  shampoo,  rubbing  alcohol  and  eye  drops 

Medicaid  patients  are  allowed  only  a  one  month's  supply  of  drugs  at  a  time, 
except  for  certain  maintenance  drugs  and  birth  control  pills.  Physicians  are 
allowed  to  write  one  prescription  for  a  year's  supply  of  birth  control  pills, 
which  patients  can  get  three  months  worth  at  a  time. 

However,  an  analysis  of  Medicaid  bills  for  fiscal  1991  shows  that  many 
doctors  write  only  monthly  prescriptions  for  the  pills,  which  means  patients 
return  more  frequently  than  may  be  necessary-building  in  extra  doctor  bills. 

One  29-year-old  woman  from  the  Humboldt  Park  neighborhood  obtained  IS  new 
prescriptions  for  birth  control  pills  in  12  months  and  Medicaid  paid  for  a 
doctor  visit  every  time. 

Then  there  was  a  30-year-old  woman  from  the  south  suburbs  who  collected  23 
prescriptions  for  $592.80  in  birth  control  pills  from  four  different  doctors. 
But  Medicaid  also  paid  for  23  doctor  visits,  an  extra  $450. 

Medicaid  officials  don't  know  for  sure  how  often  that  happens  because  theii 
data  is  not  reliable. 

"We  don't  capture  refill  information,"  said  Marvin  Hazelwood,  manager  of 
Medicaid  pharmacy  programs.  "It  is  not  relevant  when  paying  the  bills." 


243 


Medicaid  paid  more  than  $6.7  million  for  birth  control  prescriptiona  in 
fiscal  1991.  Less  than  $400,000  was  listed  in  Medicaid  records  as  being 
dispensed  on  refills. 

Sometimes  Medicaid  records  tell  the  wrong  story- 

For  instance,  the  1991  records  show  Dr.  Marlene  Goodfriend,  a  pediatric 
psychiatrist  on  staff  at  Mount  Sinai,  earned  $276,217,  often  billing  for  more 
than  20  hours  of  counseling  sessions  in  a  24-hour  period. 

Except  that's  not  the  way  it  was,  she  said. 

"I  never  saw  a  penny  of  that  money,"  explained  Dr.  Goodfriend.  "I  saw  8  to 
10  kids  a  day  and  their  mothers,  but  I  didn't  collect  the  money." 

She  said  the  bills  for  her  work  and  that  of  other  psychologists  were 
submitted  in  her  name  and  the  money  went  to  the  hospital. 

Likewise,  Dr.  Stephen  Myers,  the  head  of  maternal  and  fetal  medicine  at 
Mount  Sinai  is  a  very  busy  obstetrician  by  Medicaid  records.  In  fiscal  1991,  h< 
was  paid  $349,162  for  delivering  331  babies. 

But  most  of  the  babies  were  delivered  by  resident  physicians  and  the  bills 
w«re  submitted  to  Medicaid  under  his  name.  Medicaid  would  have  to  visit  the 
hospital  and  inspect  the  patient  records  to  find  out  who  actually  delivered  tht 
infants  and  provided  the  care.  Dr.  Myers  said. 

Then  there  is  Dr.  Michael  Relnstein,  who  previously  was  suspended  from 
Medicaid  for  a  year  after  Public  Aid  accused  him  of  failing  to  keep  records  to 
substantiate  his  work. 

He  once  told  Medicaid  officials  that  he  visited  patients  at  16  different 
nursing  homes  in  Chicago  and  the  suburbs,  according  to  a  summary  of  the 
interview  Medicaid  has  on  file. 

In  fiscal  1991,  this  North  Side  physician  billed  for  15,480  patient 
encounters,  mostly  for  seeing  nursing  home  patients.  Medicaid  paid  him  $367,90 

In  that  year.  Dr.  Reinstein  billed  for  seeing  more  than  70  patients  a  day 
44  different  days,  including  12  days  of  seeing  more  than  100,  according  to 
Medicaid  records. 

In  his  busiest  stretch  of  1991,  he  billed  for  seeing  490  patients  in  five 
days.  On  Jan.  10,  1991,  Dr.  Reinstein  billed  for  a  very  long  day.  There  were 
only  75  patients,  but  he  billed  for  so  many  psychotherapy  procedures  that  to  d 
the  work,  he  would  have  needed  more  than  24  hours  to  see  everyone. 

Attempts  to  talk  with  Dr.  Reinstein  were  unsuccessful.  His  staff  said  he  w, 
too  busy. 

GRAPHIC:  PHOTOS  6  GRAPHICS  2 

PHOTO  (color):  With  keys  clacking  like  hail  in  a  storm.  Public  Aid  workers 
enter  Medicaid  bills  into  the  state's  computer  system.  Tribune  photo  by  Ovie 
Carter . 

PHOTO:  Phil  Bradley,  former  Public  Aid  director,  hired  a  consultant  to  review 
its  data  analysis,  but  the  recommended  $5.9  million  overhaul  was  too  steep. 
Tribune  photo  by  Ovie  Carter. 

PHOTO:  Office  of  Dr.  Rodolfo  Casaclang  on  West  Division  Street.  Although  he 
was  barred  from  Medicaid  in  1987,  it  pays  for  prescriptions  he  writes. 
Tribune  photo  by  Ovie  Carter. 

PHOTO:  Beverly  Bazemore  unloads  machine  in  Springfield  that  reads  medical 
bills  to  load  the  information  onto  computer  tapes.  Tribune  photo  by  Ovie 
Carter. 

PHOTO:  Rosemary  Keys  found  that  going  to  the  doctor  for  over-the-counter 
medications  is  similar  to  going  to  the  drugstore,  except  it  takes  longer. 
Tribune  photo  by  Eduardo  Contreras. 

PHOTO:  Boxes  and  stacks  of  computer  printouts  and  records  fill  a  Tribune 
editorial  office-part  of  the  more  than  250,000  pages  which  were  analyzed  and 
correlated  as  part  of  the  research.  Tribune  photo  by  Michael  Frye. 

GRAPHIC:  Medicaid 

The  Bill  Mill  , ,  ^        „  J.   .^ 

Illinois  requires  only  the  most  basic  information  to  be  filled  out  on  Medicaid 
billing  forms.  As  a  result,  the  information  in  the  antiquated  computer  system 
is  often  incomplete  and  unreliable.  It  is  stored  in  a  manner  that  makes  it 
difficult  to  track  in  a  meaningful  way. 
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Paperwork 

There  were  21  million  Medicaid  claims  processed  in  fiscal  1993,  a  41  percent 

increase  from  fiscal  1990. 

In  millions  of  claims 

Fiscal  1990  14.9 

Fiscal  1991  17 

Fiscal  1992  20.2 

Fiscal  1993  21 

How  the  system  works 

What  the  system  lacks 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune 

See  microfilm  for  complete  graphic. 

GRAPHIC:  MEDICAID  SYSTEM  IN  CHAOS  PART  2:  PAY 

BAD  HOUSEKEEPING 

Thousands  of  Medicaid  recipients  aren't  removed  from  the  eligibility  rolls  for 

months  after  they  have  died,  according  to  computer  analysis  of  Medicaid 

records . 

YOU  CAN'T  TAKE  IT  WITH  YOU 

A  spot  check  turned  up  $30,600  In  prescriptions  paid  by  Medicaid  after  the 

patient  had  died.  The  breakdown  for  an  18  month  period  ending  in  1991: 
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PUT  IT  ON  THE  TAB 

-  Medicaid  spent  more  than  $66.6  million  on  hospital  treatment  in  emergency 
rooms  for  patients  in  fiscal  1991. 

EMERGENCY  SPENDING 

Illinois  Medicaid  expenditures  for  emergency  room  visits.  1988  vs.  1991 

A  1988  1991 

Visits      216,000  260,000 

Costs      $14.4  million      $18.2  million 

A 

HEALTH  CARE  TO  GO 

Break  down  of  emergency  room  usage  by  number  of  Illinois  Medicaid  patients  foi 

1991: 
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NOT  SO  CHEAP 

-  More  than  $21.3  million  was  spent  on  basic  over-the-counter  drugs  like  pain 
relievers  and  cough  syrup  which  Medicaid  pays  for  only  with  a  prescription. 
That  means  the  patient  has  to  see  a  doctor  first  and  that  means  an  extra 
bill. 

THE  STATE  DRUGSTORE 

Approximate  costs  to  Medicaid  for  some  of  the  most  common  over-the-counter 

drugs  in  fiscal  1991: 

AAspirin      $3.1  million 

Cough  syrups    $2  million 

Antacids       $1  million 

Laxatives/     $l  million 

antidiarrheal 

medicines 

Skin  creams       $500,000 

Antibacterial     $350,000 
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BODY: 

Medicaid  set  out  to  give  poor  Americans  access  to  the  same  health  care 
available  to  the  privately  insured-physicians  practicing  in  board-certified 
specialties  with  hospital-admitting  privileges.   In  Illinois,  that  is  too  selc 
the  experience  for  hundreds  of  thousands  of  Medicaid  patients.  They  must  rely 
doctors  whose  credentials  do  not  extend  much  beyond  their  license  to  practice 
medicine  in  this  state. 

Even  though  more  than  24,000  Illinois  physicians  are  enrolled  in  the  progri 
several  thousand  will  never  see  a  Medicaid  patient  in  a  given  year.  Thousand; 
more  will  see  just  a  handful  of  patients. 

The  real  work  is  done  by  a  much  smaller  number  of  doctors:  240  handle  40 
percent  of  the  patient  visits  in  the  state.  An  examination  of  the  state's  ver^ 
busiest  Medicaid  physicians  shows  that  fully  two-thirds  are  not  board-certif it 
in  any  medical  specialty,  and  many  are  practicing  far  away  from  the  specialtlc 
they  trained  for. 

In  Medicaid,  a  pathologist  may  be  working  as  a  pediatrician. 

y  LOW  FEES  BREED  FAST  DOCTORING 

PROVIDERS  MAKE  MONEY  BY  SEEING  LOTS  OF  PATIENTS 

y  WANTED:  Doctors.  Any  doctor.  Credentials,  hospital  affiliation  not 
required.  Salary:  Lowest  available.  Must  be  willing  to  wait  up  to  three  month: 
for  payment.  Locations  available  in  inner  city.  Patients  plentiful  and  may  vi: 
other  doctors  freely. 

POSITION:  Medicaid  doctor  in  Illinois. 

More  than  24,000  have  looked  into  the  job. 

Patients  often  walk  into  Dr.  Vloleta  Ramos'  newly  remodeled  office  on  East 
75th  Street  for  a  second  opinion.  They  come  with  bags  of  medicines  prescribed 
other  Medicaid  doctors,  wondering  what  to  do.  'It's  one  of  my  biggest  problem 
says  Dr.  Ramos.  "They  say  they  don't  know  if  they  should  take  the  medicines 
because  the  other  doctor  didn't  check  them.  I  feel  sorry  for  these  people." 

Patients  leave  Dr.  Russell  Bissell's  storefront  clinic  on  East  47th  Street 
with  an  average  of  $57.19  in  prescription  drugs.  "Ninety-five  percent  of  my 
practice  is,  in  some  way,  fraudulent.  I  will  see  maybe  two  or  three  people  a 
week  who  are  really  sick,"  the  doctor  says. 

Dr.  Tito  Yao,  a  pediatrician,  treats  his  Medicaid  patients  in  one  office  on 
West  Chicago  Avenue  but  tends  to  his  private-paying  patients  a  few  blocks  away 
He  says  he  is  so  busy  that  he  has  to  choose  between  talking  with  his  patients 
and  keeping  thorough  records.  "I  seldom  use  this,"  he  says  of  the  growth  chart 
a  measure  used  to  monitor  a  child's  development  over  time. 

"I  like  to  be  busy,"  says  Dr.  Ronald  Grason,  who  has  worked  in  eight 
different  Medicaid  clinics  over  the  last  several  years.  "At  one  time,  I  saw  60 
to  70  patients  a  day.  Of  course,  years  of  experience  made  me  efficient." 

The  boundaries  of  the  Medicaid  program  are  defined  by  the  physicians  who 
refuse  to  treat  the  patients.  But  what  exists  for  hundreds  of  thousands  of 
people  with  Medicaid  cards  depends  on  the  doctors  willing  to  do  the  work. 

The  Department  of  Public  Aid,  the  giant  bureaucracy  that  oversees  Medicaid, 
announced  in  its  1991  annual  report  that  24,399  doctors  provided  health  care  t 
Medicaid  patients  in  Illinois.  But  that  was  only  the  number  of  doctors  who  hav. 
filled  out  application  forms  to  be  enrolled. 

An  analysis  of  physician  billing  records  for  that  year  shows  that  5,000  of 
those  doctors  didn't  bill  for  a  single  service.  Of  the  19,708  doctors  who  did, 
more  than  half  collected  an  average  of  less  than  $10  a  day. 
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Even  that  doesn't  tell  the  whole  story.  A  further  study  of  the  physician 
billings  shows  that  4  of  every  10  patient  visits  in  the  Medicaid  program  were 
handled  by  just  240  doctors. 

They  were  the  busiest  Medicaid  doctors  in  Illinois. 

As  a  group,  they  represented  only  1  percent  of  all  physicians  enrolled  in  t: 
program,  but  this  handful  was  responsible  for  1.3  million  patient  trips  to  the 
doctor  and  collected  41  percent  of  the  money  Medicaid  paid  to  physicians  who 
billed  for  office  visits  that  year. 

By  and  large,  these  were  doctors  in  Chicago  who  saw  patients  who  walked  intc 
their  medical  offices.  They  earned  an  average  of  $130,800  from  Medicaid. 
Twenty-nine  made  more  than  $200,000. 

But  who  they  are  and  what  they  do  is  largely  a  mystery  to  the  program  that 
keeps  them  in  business  by  paying  their  bills. 

Learning  even  the  most  basic  Information  about  the  busiest  doctors  required 
consulting  a  number  of  different  sources  because  Medicaid  does  not  keep  detail 
records  on  the  doctors  who  provide  the  care. 

The  240  encompassed  an  eclectic  mix  of  specialists-including  radiologists, 
pathologists,  urologists,  anesthesiologists-but  they  were  not  working  in  those 
jobs. 

Medicaid  put  them  to  work  as  general  and  family  practitioners,  entrusting 
them  with  a  full  range  of  patients,  including  children,  pregnant  women  and 
people  with  ailments  ranging  from  high  blood  pressure  to  sexually  transmitted 
diseases . 

Earlier  this  year  a  platoon  of  state  workers  fanned  out  to  meet  face  to  fact 
with  some  of  the  240,  as  well  as  many  other  Medicaid  physicians,  eager  to  enli. 
them  in  a  new  initiative  to  manage  the  medical  treatment  of  women  and  children 

Workers  dialed  directory  assistance,  pulled  out  telephone  books  and  spent 
hours  driving  and  on  foot  learning  that  even  the  most  basic  information  the 
state  had  on  where  its  doctors  worked  was  frequently  wrong. 

Doctors  cannot  get  paid  for  Medicaid  services  unless  they  are  enrolled,  whli 
requires  filling  out  an  application  form.  Medicaid  requires  physicians  to  list 
an  office  address  on  the  form,  but  many  doctors  list  an  address  that  is 
different  from  where  they  work. 

The  office  address  for  Dr.  Ngoyi  Mukanku,  who  one  year  billed  for  more 
breathing  tests  than  any  other  Medicaid  doctor,  was  a  North  Side  apartment 
building.  Dr.  Mohammad  Ali  Navabi,  one  of  Medicaid's  busiest  nursing  home 
physicians,  listed  his  Barrington  Hills  home  as  his  office. 

The  task  of  finding  Medicaid's  doctors  sometimes  took  the  workers  to 
burned-out  buildings,  vacant  lots,  hospitals  and  palatial  suburban  estates. 

In  many  cases,  the  most  reliable  address  the  state  had  on  file  for  its 
doctors  was  where  the  paychecks  were  to  be  sent. 

Dr.  Ronald  Grason  darts  in  and  out  of  examining  rooms  like  a  man  on 
fast-forward,  his  bare  feet  stuffed  into  a  pair  of  Reebok  high-tops,  the  kind 
with  the  inflatable  pump.  They're  worn,  dirty  and  untied.  He  greets  his  patient 
with  uncombed  hair  sticking  out  in  all  directions,  wearing  jeans  so  long  he's 
rolled  the  cuffs  into  a  five-inch  fold. 

In  one  pocket  of  a  wrinkled  Burberry  blazer  he  carries  two  pens,  a  wad  of 
folded  up  papers  and  a  wooden  tongue  depressor.  In  another,  his  portable  phone 

"COME  ON,  GRASONl"  yells  a  voice  from  the  waiting  area. 

"OK,  OK,  OK,  OK,  OK,  OK,"  says  the  doctor,  rubbing  his  forehead,  as  he  trie: 
to  maneuver  his  next  patient.  Flora  Garner,  into  a  room. 

State  Medicaid  officials  can  barely  keep  track  of  Grason' s  mailing  address, 
let  alone  what  goes  on  when  he  is  with  patients,  an  interval  sometimes  as  brie 
as  four  minutes. 

Signs  advertising  his  presence  still  are  posted  near  the  Cabrini-Green 
housing  project  and  on  Chicago's  West  Side,  though  he  has  not  been  in  either 
place  for  a  long  time. 

Dr.  Grason  is  what  is  known  as  a  "floater,"  a  busy  doctor  who  never  stays  1 
one  place  long.  He  has  worked  in  at  least  eight  different  Medicaid  clinics  in 
Chicago  in  the  last  several  years. 

Often,  he  fills  in  for  another  Medicaid  doctor  who  has  been  suspended  from 
the  program  but  wants  to  keep  the  medical  practice  going. 
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While  practicing  in  this  clinic  at  35th  Street  and  Michigan  Avenue,  he  live 
in  an  over-sized  mobile  home  and  sometimes  stays  overnight  in  a  nearby  parking 

Medicaid  officials  send  his  checks  to  a  Lake  Shore  Drive  hlgh-rise-where  Dr 
Grason  used  to  live. 

"This  guy's  a  trip,"  his  patient  Garner  says,  shaking  her  head  as  Dr.   Gras 
begins  to  write  a  prescription  for  her  child.  "He  is  very  kind.   Lovable,  yea 
Friendly,  yes.  Crazy,  yes." 

Dr.  Grason  looks  up.  "That's  nice  of  you  to  say,"  he  says,  his  face  suddenl 
soft.  "I've  been  trying  to  get  respect  all  of  my  life." 

"GRASON!" 

Another  patient  appears  at  the  door,  arms  crossed. 

"She  don't  come  here  to  hear  your  life  story,"  chides  the  angry  woman, 
spoiled  by  the  doctor's  reliable  swiftness.  "She  came  here  to  have  you  examine 
her  kid.  Now  let's  go!" 

Grason  moves  quickly  on. 

He  takes  a  blood  pressure  reading  that  is  a  case  study  in  inexactitude.  He 
straps  the  cuff  right  over  the  sleeve  of  a  woman's  coat. 

Lillie  Wiley  complains  about  pain  in  her  leg.  "I've  got  some  knots  in  here, 
^ne  says,  running  her  hands  over  the  limb. 

Dr.  Grason,  frowning,  touches  it  in  a  few  spots. 

"I  don't  know  what  those  are,"  he  says.  "I  have  to  go  back  and  read  at  the 
library. " 

In  another  room,  he  removes  an  infant's  diaper  to  examine  the  groin  area. 
But  he  does  not  stop  to  wash  his  hands.  Then  he  is  on  to  the  next  and  the  next 
Occasionally,  he  does  touch  patients  during  his  exam. 

In  fiscal  1991,  Dr.  Grason  billed  Medicaid  for  seeing  5,740  patients,  as  ma 
as  55  in  a  day. 

Each  of  the  240  doctors  billed  for  at  least  3,500  patient  visits  that  year. 
The  busiest  Medicaid  doctor  in  Illinois  was  Dr.  Jungshong  Wang,  a  pediatriciar. 
with  an  office  on  East  87th  Street,  who  averaged  nearly  300  patients  every  wee 
billing  for  more  than  15,000  visits  a  year. 

This  kind  of  volume- looking  strictly  at  the  numbers-is  well  beyond  what 
organized  medicine  generally  views  as  acceptable,  if  the  goal  is  quality  care. 

"Scary,"  is  how  Dr.  Carolyn  Lopez  characterizes  the  patient  loads  that  defi 
Medicaid's  busiest  doctors.  A  family  practitioner,  Dr.  Lopez  urged  state 
officials  to  consider  the  implications  of  high-volume  medicine  during  her  work 
on  a  Medicaid  task  force.  She  is  chief  medical  officer  of  Rush  Prudential  Heait 
Plans . 

The  incentive  to  treat  a  lot  of  patients  and  push  them  through  quickly  is 
woven  into  the  very  fabric  of  the  Medicaid  program,  particularly  when  a  doctor 
depends  almost  solely  on  Medicaid  for  a  paycheck. 

"It's  bad  medicine,"  Dr.  Lopez  said  of  the  inevitable  connection  between  hit 
volume  and  a  patient's  swift  passage  through  a  doctor's  office.  "You  have  to 
wonder  if  the  physician  is  taking  care  of  the  patients." 

An  analysis  of  Medicaid  records  for  fiscal  1991  shows  that  the  brief  office 
visit  for  a  return  patient,  which  then  paid  $17.10,  was  the  procedure  billed 
most  often  by  nearly  all  of  the  240  doctors. 

That's  how  two  of  every  three  of  Dr.  Grason' s  patients  were  billed. 

Although  he  pulled  down  $139,000  from  Medicaid  that  year.  Dr.  Grason  has 
filed  for  bankruptcy  to  reorganize  his  finances  and  pay  his  53  listed  creditor; 
He  says  he  needs  money  because  he  owes  the  Internal  Revenue  Service  $200,000  i: 
back  taxes. 

When  he  reported  for  work  at  this  clinic  at  35th  and  Michigan,  it  was  to  fi: 
in  for  a  doctor  who  had  been  ousted  from  Medicaid  for  bad  medical  care.   He 
arrived  with  a  stethoscope,  a  prescription  pad  and  his  traveling  accumulation  c 
7,000  patient  charts. 

That's  what  he  took  with  him  when  he  left. 

Dr.  Grason  says  he  has  bought  his  own  clinic,  a  windowless  storefront  at  362 
S.  State  St.,  for  $10,000.  There  is  no  receptionist  or  medical  assistant.  Excep 
for  the  pharmacy.  Dr.  Grason  is  without  help.  He  sticks  his  fingers  inside  a 
hole  to  open  the  door  of  one  of  his  examining  room  doors.  There  is  no  knob. 
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"It's  a  lot  different  than  the  other  place,"  he  says,  smiling.  "It's 
sanitary.  I  figure  the  patients  deserve  that." 

One  of  the  risks  of  being  a  high-volume  Medicaid  doctor  is  that  because  of 
the  numbers,  a  doctor  is  more  likely  to  be  singled  out  by  the  state  for  a 
medical  review.  Shortly  after  he  opened.  Dr.  Grason  was  summoned  to  Public  Aid' 
Chicago  office  for  a  disciplinary  hearing. 

After  several  days  of  testimony,  a  hearing  officer  ruled  that  Dr.  Grason  hac 
not  provided  adequate  follow-up  care  to  a  patient  with  a  breast  abscess  and  hac 
not  properly  diagnosed  and  treated  sinusitis  in  two  other  cases. 

Dr.  Grason  was  suspended  from  Medicaid  for  three  months. 

Then  he  reapplied  and  the  state-always  needing  doctors-allowed  him  back  in. 

Only  one  medical  qualification  is  necessary  when  a  doctor  enrolls  in 
Medicaid:  a  license  to  practice  medicine  in  Illinois. 

These  240  busiest  Medicaid  doctors  are  an  uneven  and  largely  uncredentialed 
work  force. 

Many  do  not  have  hospital  admitting  privileges,  which  means  they  cannot  admi 
or  treat  their  patients  in  a  hospital.  Most  are  not  board-certified  in  any 
medical  area.  Board  certification  means  a  doctor  has  passed  a  test  and 
demonstrated  a  breadth  of  knowledge  or  competence  in  a  medical  field. 

An  examination  of  records  of  the  American  Medical  Association,  which  compile 
the  credentials  and  education  of  physicians,  shows  that  87  percent  are  foreign 
medical  graduates  and  68  percent  are  not  board-certified  in  any  medical  area. 

Medicaid  paid  for  20  or  fewer  hospital  billings  for  43  percent  of  the  240 
physicians,  according  to  fiscal  1991  Medicaid  records.  There  were  82  doctors  wh 
did  not  bill  for  a  single  hospital  service. 

The  passage  of  Medicaid  in  1965  created  an  immediate  shortage  of  available 
doctors,  and  what  happened  as  a  result  has  been  the  subject  of  debate  and 
controversy  in  many  states. 

Federal  officials  relaxed  the  immigration  standards  so  that  foreign  medical 
graduates  could  more  easily  come  here  to  work.  In  Illinois,  foreign  medical 
graduates  now  account  for  about  30  percent  of  all  doctors. 

In  1985  the  Illinois  auditor  general  reported  that  the  overall  pass  rate  of 
students  taking  the  test  here  for  medical  residency  programs  was  about  97 
percent  for  U.S.  medical  graduates  and  58  percent  for  graduates  of  foreign 
medical  schools. 

Perched  atop  a  padded  doctor's  stool.  Dr.  Vidal  Limpin  diagnoses  his  own 
condition  with  ease. 

"I  would  prefer  not  to  work  in  Medicaid,"  explains  this  61-year-old  doctor. 
"I  am  here  because  I  have  no  place  else  to  go." 

Dr.  Limpin  is  a  part  of  the  Medicaid  landscape  where  doctors  often  exist  in 
isolation,  practicing  without  the  kind  of  supports  in  place  for  mainstream 
doctors  and  lacking  meaningful  credentials. 

Schooled  in  the  Philippines,  he  came  here  to  train  in  pathology  and  general 
medicine.  He  has  no  hospital  connection  or  board  certification. 

Medicaid  has  reviewed  his  practice  twice  since  1978,  citing  Dr.  Limpin  for 
seeing  too  many  patients,  failing  to  perform  Pap  smears,  but  keeping  good  books 

"For  this  type  of  practice,"  one  reviewer  noted,  "the  records  seem  unusually 
good . " 

Illinois  does  not  require  that  physicians  carry  malpractice  insurance,  and 
Dr.  Limpin,  like  many  Medicaid  doctors,  does  not  have  it.  "I  try  to  be  careful, 
he  says  matter-of -f actly . 

Medicine  is  subjective  and  reflects  not  only  the  training  of  the  physicians, 
but  their  attitudes  and  how  they  do  their  job. 

"He's  got  the  strongest  right  arm  I've  ever  seen."  That's  how  one  former 
clinic  owner  described  the  prescription-writing  abilities  of  Dr.  Robert  Kaplan, 
a  pathologist  who  left  a  job  doing  insurance  company  physicals  for  Medicaid 
work. 

Inside  the  Medicaid  clinic  at  6746  S.  Stony  Island  Ave.,  Joal  Pharmacy's 
chief  consultant,  Mitchell  Weingart,  is  protective  of  this  busy  doctor,  steerin 
unwanted  visitors  away  so  patients  can  move  through  quickly. 


249 


Dr.  Kaplan  has  more  than  proven  his  worth  to  Joal  and  weingart.  Dr.  Kaplan' 
patients  leave  with  prescriptions  that  cost,  on  average,  J7I.23-three  tlmeB  mor 
than  the  average  Medicaid  prescription  bill. 

Joal  Pharmacy,  just  steps  away  from  Dr.  Kaplan's  examining  rooms,  gets  most 
of  lt-$467,000  in  fiscal  1991. 

In  the  Medicaid  program,  a  busy  doctor  is  the  linchpin  of  financial  success 
for  pharmacies  because  all  drugs-even  over-the-counter  medicine-cannot  be 
dispensed  to  patients  without  a  doctor's  prescription. 

This  policy  nurtures  a  close  link  between  Medicaid  pharmacies  and  physicians 
The  bond  is  physical,  as  well  as  financial:  Often,  they  are  under  the  same  root 
accessible  through  a  single  door. 

About  125  pharmacies,  mostly  in  Chicago,  depend  on  this  tandem 
doctor-pharmacy  arrangement  for  from  85  to  100  percent  of  their  Medicaid 
business,  capitalizing  on  a  patient  population  that  is  largely  dependent  on 
public  transportation  or  walking. 

An  examination  of  Dr.  Kaplan's  fiscal  1991  records  shows  just  how  valuable  a 
doctor  can  be. 

Though  Dr.  Kaplan's  patients  got  an  average  of  $71.23  worth  of  medicine  per 

visit,  patients  who  went  next  door  to  see  another  of  the  240  doctors-Dr. 

Babubhai  Patel  at  the  Island  Medical  Center-emerged  with  prescriptions  averagin 
only  $18.47. 

There  were  524  patients  who  visited  both  doctors,  often  on  the  same  day,  a 
study  of  Medicaid  records  shows.  Frequently,  they  were  diagnosed  exactly  the 
same. 

For  that  group.  Dr.  Kaplan's  prescriptions  averaged  $32.81. 

Dr.  Patel 's  averaged  not  even  half  as  much-$14.65. 

Dr.  Kaplan  earned  $205,000  in  fiscal  1990  from  Medicaid  and  was  on  his  way  t 
another  six-figure  year  in  fiscal  1991  when  the  state  accused  him  of 
overprescribing.  He  had  written  $229,000  in  prescriptions  in  just  the  first  six 
months  of  fiscal  1991,  nearly  all  of  it  going  to  Joal. 

Weingart  denies  it,  but  Dr.  Kaplan  said  the  pharmacy,  concerned  that  he  woul 
leave  because  of  the  state's  charges,  offered  him  free  rent  to  stay.  In  the  lae 
six  months  of  that  fiscal  year,  he  wrote  $242,000  in  Medicaid  prescriptions. 

Nearly  all  were  filled  at  Joal. 

one  sure  way  to  be  one  of  the  busiest  Medicaid  doctors  is  to  treat  just  aboi 
eveiry  person  who  walks  in  the  door. 

It  is  a  billing  pattern  known  as  "gang  billing,"  a  doctor's  practice  of 
treating  several  members  of  the  same  family  on  the  same  visit,  even  if  only  om 
person  came  for  medical  attention. 

Medicaid  mothers,  with  little  money  for  babysitters,  often  take  all  their 
children  on  a  trip  to  the  doctor,  even  if  only  one  child  is  sick.  Public  Aid 
gets  suspicious  of  a  doctor's  practice  if  as  much  as  25  percent  of  his  visits 
involve  gang-bllling-treatment  of  several  members  of  the  same  family  on  the  sai 
day. 

Dr.  Chanda  Mendl  often  works  11  hours  a  day  in  the  clinic  at  7257  S.   Jeffrc 
Blvd.  and  in  fiscal  1991  he  billed  for  seeing  12,988  patients-making  him  the 
second-busiest  Medicaid  clinic  doctor  in  Illinois. 

"I  do  whatever  it  takes,"  says  Dr.  Mendi ,  who,  during  an  interview,  was 
interrupted  several  times  by  patients  pounding  on  his  examining  room  door 
because  he  was  making  them  wait. 

An  examination  of  fiscal  1991  Medicaid  records  shows  that  on  866  occasions 
Dr.  Mendi,  a  pediatrician,  saw  three  or  more  members  of  the  same  family  on  the 
same  day,  involving  2,973  patients.  That  was  almost  23  percent  of  his  practice. 
More  thiA  three-fourths  of  those  visits  to  the  pediatrician  involved  at  least 
one  adult  patient. 

Six  years  ago,  that  was  a  concern  to  Medicaid  officials,  who  cited  him  for 
several  deficiencies  in  his  practice  of  medicine  including  improperly 
prescribing  medicine  to  adults. 

"Drop-in  patients." 

That's  how  Dr.  Salud  Martinez  refers  to  Medicaid  patients  who  go  to  whateve. 
medical  clinic  they  want,  whenever  they  want. 
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But  Dr.  Martinez  is  a  "drop-in  doctor." 

TvfO  days  a  week,  she  leaves  her  North  Elston  Avenue  medical  office,  where  si 
sees  patients  who  have  private  insurance  or  pay  cash,  and  comes  to  the  clinic  . 
5501  S.  Halsted  St. 

"Here  the  patients  just  drop  by,"  she  says.  "The  follow-up  is  not  so  good, 
have  no  control." 

Working  only  two  days  a  week  in  fiscal  1991,  Dr.  Martinez  billed  Medicaid  fc 
treating  4,844  patients.  Medicaid  paid  her  $95,370. 

A  sign  hanging  over  the  doorway  identifies  the  clinic  at  4300  W.  16th  St. 
"Dr.  Shah's  Office." 

But  no  Dr.  Shah  works  here. 

This  is  where  patients  come  to  see  Dr.  Ana  Kostic-one  of  the  state's 
highest-paid  Medicaid  doctors.  She  logged  12,029  patient  visits  and  was  paid 
$261,258  in  the  1991  fiscal  year. 

She  treats  most  of  what  she  finds  with  over-the-counter  drugs,  prescribing 
more  rubbing  alcohol  and  skin  cream  than  any  other  Medicaid  clinic  doctor  in 
Illinois.  But  she's  not  a  dermatologist. 

She  practices  her  own  kind  of  general  medicine. 

Dr.  Kostlc  draws  on  her  early  training  in  psychiatry,  diagnosing  812  patient 
with  neurotic  disorders  in  fiscal  1991,  more  than  any  other  Medicaid  clinic 
doctor. 

"I  am  involved  in  my  psychiatric  approach,"  she  says  of  her  way  of  dealing 
with  patients.  "I  do  know  little  things  in  their  lives." 

Without  that  kind  of  a  spin  on  her  practice,  she  concedes  that  Medicaid 
medicine  would  be,  as  she  put  it,  "a  little  dry." 

A  petite  woman  with  gray  hair,  she  rides  public  transportation  from  her 
downtown  high-rise  building  to  the  desolate  pocket  of  the  West  Side  where  she 
practices  medicine. 

"I  wanted  a  job,  any  job,"  said  Dr.  Kostlc,  explaining  why  she  became  a 
Medicaid  doctor.  "I  really  did  not  think  about  where  to  go." 

She  takes  her  job  seriously.  Often,  she  says,  she  is  up  past  2  a.m.  to 
complete  that  day's  invoices,  filling  them  out  by  hand. 

The  business  of  Medicaid  medicine  can  be  a  dangerous  one  for  the  doctors,  wh 
often  venture  into  neighborhoods  where  the  perception  of  their  wealth  and  statu 
makes  them  targets.  Dr.  Eduardo  Solver  was  knifed  during  a  struggle  with  a 
patient  who  robbed  him  and  his  staff.  Other  physicians  have  reported  being 
punched,  spat  upon  and  having  their  offices  burglarized. 

Dr.  Nemesia  Artates,  who  practices  near  60th  and  Halsted  Streets,  says  she 
won't  stop  for  gasoline  until  she  reaches  the  suburbs,  even  if  her  tank  is  low. 
Vandals  have  damaged  her  car  and  stolen  her  license  plates. 

Once,  Dr.  Kostlc  says,  she  was  cornered  by  a  male  patient  in  an  examining 

room  and  slapped  in  the  face.  "First  one  side,  then  the  other  side,"  she  says, 

turning  her  face.  "But  he's  a  very  nice  person.  I  forgive  him,  and  we  become 
friends  after  that." 

"I  didn't  know  the  American  jungle,"  says  Dr.  Kostlc,  who  was  born  in  the 
Soviet  Union  and  went  to  medical  school  in  Yugoslavia.  "I  did  learn." 

Dr.  Russell  Bissell  learned,  too. 

"You  ask  why  I  prescribe  these  drugs  even  though  I  suspect  they're  selling 
half  of  it?"  he  laughs. 

"Well,  you're  never  sure,  for  one  thing,  and  you  have  to  have  a  business, 
unfortunately.  It's  a  helluva  way  to  make  money." 

He  gestures  toward  the  people  in  the  waiting  room. 

"They  have  to  make  a  living,  too." 

Dr.  Bissell  was  paid  $131,000  and  wrote  $425,333  in  prescriptions  for  7,437 
patients  in  fiscal  1991.  He  was  one  of  the  busiest  prescription  writers  in  the 
Illinois  Medicaid  program  that  year. 

Day  after  day,  patients  cram  his  waiting  room,  backsides  jammed  against  the 
plate  glass  window  of  the  clinic  at  369A  E.  47th  St. 
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More  than  half  the  Medicaid  patients  diagnosed  as  alcoholic  or  drug  depende.' 
by  primatY  care  physicians  in  the  1991  fiscal  year  were  diagnosed  by  him. 

Dr.  Bissell  believes  in  "tagging"  his  patients.  He  says  he  wants  the  state 
know  how  much  it  costs  to  treat  patients  with  alcohol  and  drug  problems. 

But  that  doesn't  help  his  patients  get  addiction  treatment.  Most  of  these 
patients  walk  out  of  his  office  with  a  fistful  of  prescription  sheets  for  drug: 
that  cost  an  average  of  $57.19. 

"Sometimes  I  feel  like  a  doctor,"  says  Dr.  Bissell,  "but  I'm  usually  a  tool 

The  physicians  at  the  health  center  at  1276  N.  Clybourn  Ave.  function  with 
the  kind  of  supports  that  most  of  the  busiest  physicians  in  Medicaid  don't  have 

"We  stress  quality,"  explained  Berneice  Mills-Thomas,  executive  director  at 
the  Winfleld  Moody  Health  Center,  a  sleek-looking  brick  and  glass-block 
structure  in  the  shadow  of  Cabrini -Green. 

They  aren't  "daylight  doctors,"  the  kind  who  are  accessible  only  in  the 
daytime  business  hours,  as  Medicaid  doctors  are  often  called. 

All  carry  beepers,  are  available  24  hours  and  make  patient  education  a 
significant  part  of  their  medical  practice. 

Though  Medicaid  does  not  require  much  of  its  doctors,  health  centers  like 
this  one  do.  The  25,000  patient  visits  here  a  year  are  in  the  hands  of 
physicians  who  are  credentialed  in  the  medicine  they  practice  and  who  can  admit 
sick  patients  to  nearby  hospitals. 

Yet  the  program  that  keeps  Winfleld  Moody  in  existence  keeps  the  surroundinc 
storefronts  in  business,  too.  This  often  means  education  gets  a  setback  when 
patients  opt  instead  to  visit  doctors  who  will  give  them  what  they  want. 

"Some  of  our  patients  go  to  these  places  and  see  the  doctor  because  they 
don't  want  to  wait,  or  it's  convenient,  or  they  think  it's  not  that  serious," 
says  Dr.  Lisa  McKenna,  a  pediatrician. 

"Then,  when  they  come  in  here,  they  say,  'Tell  me  what  the  real  answer  is.' 

Finding  it,  though,  can  be  elusive. 

Dr.  Angela  Blaa-Cupeles  would  like  to  have  a  busier  practice,  but  patients 
don't  always  gravitate  to  the  doctors  who  ask  something  more  of  them  than 
sitting  in  a  chair  for  a  couple  of  minutes  while  a  prescription  is  written. 

Yet  Dr.  Blas-Cupeles  sticks  it  out  at  the  El  Dorado  Medical  Center,  1546  N. 
Western  Ave.,  despite  bankruptcy  and  long  dry  spells  between  Medicaid  payments 

"I'm  not  the  Mercedes  or  Cadillac  type  of  doctor,  '  she  says.  "I  want  to 
practice  in  this  area.  There  is  a  need." 

A  New  York  City  native  who  is  part  Cuban  and  Puerto  Rican  and  fluent  in 
Spanish,  Dr.  Blas-Cupeles  is  a  good  fit  for  the  Humboldt  Park  neighborhood.   £ 
is  a  board-certified  pediatrician  and  she  vaccinates  children. 

She  doesn't  define  her  practice  by  how  many  patients  she  sees  or  how  much 
Medicaid  pays.  She  is  here  because  she  wants  to  treat  the  patients.  Simple  as 
that. 

"I  had  a  lady  come  in  with  black  and  blue  marks,  like  bruises,  on  her  chest 
and  her  back,"  recalls  Dr.  Blas-Cupeles. 

Tests  did  not  solve  the  mystery.  So  she  tried  something  else.  "I  said  to  th 
patient,  'Bring  me  all  your  medicines.' 

"She  brought  me  a  huge  shopping  bag  with  over  50  medications  she  had  gotter 
from  December  to  March  from  seven  practitioners,"  Dr.  Blas-Cupeles  says,  her 
voice  rising.  "She  had  seven  different  antibiotics,  12  different  medicines  for 
arthritis . 

"She  was  allergic  to  all  those  arthritis  medicines." 

Two  years  ago,  Medicaid  fell  so  far  behind  in  payments  to  Dr.  Blas-Cupeles 

that  she  lost  her  apartment.  Then,  to  pay  a  malpractice  insurance  premium,  she 

hocked  her  jewelry  at  a  pawn  shop.  "It  doesn't  make  any  difference  now,"  she 
says . 

Overhead,  an  elevated  train  rumbles,  the  vibration  shaking  the  medical  cllr 
on  the  southeast  corner  of  State  Street  and  Cermak  Road. 

Dr.  Romeo  P.  Lagrosa  walks  out  of  the  corner  examining  room  that  doubles  a; 
the  doctor's  office,  where  he  has  spent  the  last  five  minutes  slowly  paging 
through  a  Physician's  Desk  Reference. 
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Ha  left  his  job  doing  physicals  for  the  Social  Security  Administration  and 
answered  a  newspaper  ad  for  a  Medicaid  job.  He's  not  one  of  Medicaid's  buslesi 
but  he's  learning  from  one. 

The  man  who  hired  him  is  Or.  Robert  Kaplan,  who  has  landed  squarely  in  one 
Medicaid's  blind  spots.  Again.  Having  left  Joal,  he  is  now  running  his  own 
Medicaid  clinic,  Cermak-State  Medical  Center,  Ltd. 

So  far,  business  has  been  slower  than  at  Joal,  where  Dr.  Kaplan  often  saw 
more  than  125  patients  a  week.  Today,  only  five  have  walked  in. 

He  can't  collect  payments  for  treating  Medicaid  patients  because  he  wlthdr< 
from  the  program  to  settle  the  Department  of  Public  Aid's  overprescrlblng  casi 
But  he  is  in  a  position  to  supervise  and  shape  the  kind  of  doctoring  that  goe: 
on  every  day. 

Dr.  Kaplan  says  he  didn't  know  that  much  about  clinical  medicine  when  he 
became  a  Medicaid  doctor.  When  he  had  questions,  he  just  asked  the  pharmacist, 
which,  he  says  now,  was  probably  a  mistake. 

"My  overprescrlblng  may  be  related  to  asking  the  pharmacist  how  to  deal  wit 
it,"  he  says.  "But  the  bottom  line  is  that  patients  didn't  get  hurt. 

"I  learned  very  quickly  what  had  to  be  done,"  he  says.  "Now  I'm  much  more 
sophisticated. " 

GRAPHIC:  PHOTOS  5  GRAPHICS  4 

GRAPHIC:  MEDICAID  SYSTEM  IN  CHAOS  PART  3:  DOCTORS  PLEASE  SIGN  IN 

Availability  of  quality  health  care  for  hundreds  of  thousands  of  people  on 
Medicaid  in  Illinois  depends  largely  on  the  number  of  doctors  who  will  treat 
them.  The  number  of  licensed  physicians  available  and  the  number  billing 
Medicaid: 

Doctors  residing  and  practicing  in  Illinois 

A1983 

Licensed  physicians  22,782 

Physicians  billing  Medicaid    15,845   69% 

1984 

Licensed  physicians  22,151 

Physicians  billing  Medicaid    16,926   76% 

1985 

Licensed  physicians  24,016 

Physicians  billing  Medicaid    17,170   71% 

1986 

Licensed  physicians  23,305 

Physicians  billing  Medicaid    17,821   75% 

1987 

Licensed  physicians  24,008 

Physicians  billing  Medicaid    18,131   75% 

1988 

Licensed  physicians  25,195 

Physicians  billing  Medicaid    17,224   68% 

1989 

Licensed  physicians  26,082 

Physicians  billing  Medicaid    18,601   71% 

1990 

Licensed  physicians  24,287 

Physicians  billing  Medicaid    19,406   79% 

1991 

Licensed  physicians  25,735 

Physicians  billing  Medicaid    19,708   76% 

Source:  Department  of  Public  Aid/Department  of  Professional  Regulation. 

A 

GRAPHIC:  TOO  MUCH  TOO  FEW 

-  For  1991,  each  of  the  240  busiest  Medicaid  physicians  in  Illinois  billed  ft 

at  least  3,500  patient  visits.  As  a  group,  they  collected  41  percent  of  the 

money  paid  to  physicians  for  office  visits.  An  in-depth  look  at  the  group  anc 

their  costs  and  services  is  profiled  on  the  following  page. 

TOP  BILLING 

Medicaid  Joctors  with  highest  number  of  patient  visits  in  Illinois. 

ATotal  for  fiscal  1991: 
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Or.  Jungshong  Wang 

Visits  15,265 

Medicaid  patients:  4,211 

Average  patient  visits:  3.62 

Dr.  Gill  J.  Rich 
Visits  11,772 
Medicaid  patients:  5,640 
Average  visits:   2.08 

Dr.  Romeo  Ursa 

Visits  9,922 

Medicaid  patients:  4,697 

Average  patient  visits:  2.11 

Dr.  Henry  Y.  Lin 

Visits  9,873 

Medicaid  patients:  4,721 

Average  patient  visits:  2.09 

Dr.  Enya  Diaz 

Visits  9,105 

Medicaid  patients:  4,737 

Average  patient  visits:  1.92 

QUICK  STEP 

-  The  incentive  to  treat  a  lot  of  patients  and  push  them  through  quickly  is 
woven  into  the  fabric  of  the  program,  particularly  when  a  doctor  solely  on 
Medicaid  for  a  paycheck. 

A 

GRAPHIC:  THE  240  BUSIEST  DOCTORS  IN  THE  SYSTEM 

A  Tribune  study  found  that  240  of  the  19,708  doctors  who  billed  Medicaid  in 

fiscal  1991  handled  four  of  10  patient  visits,  wrote  prescriptions  averaging 

$127,447  and  billed  Medicaid  $32.5  million   or  office  visits. 

THE  DOCTORS 

In  fiscal  1991,  240  Medicaid  doctors  handled  the  biggest  caseloads. 

A 

This  many  Medicaid  doctors 

240  Medicaid  doctors  240 

Remaining  Medicaid  doctors   19,468 

....handled  this  many  patient  visits 
240  Medicaid  doctors         1.3  million 
Remaining  Medicaid  doctors   1.9  million 

...charged  the  state  this  much  in  Medicaid  fees  for  office  visits... 
240  Medicaid  doctors        $32.5  million 
Remaining  Medicaid  doctors   $46.4  million 

...and  prescribed  this  much  in  Medicaid  drugs. 
240  Medicaid  doctors         $30.6  million 
Remaining  Medicaid  doctors   $207.5  million 

-  Top  billing  doctors^ 
Dr.  John  Bellucci  $405,641 
Dr.  Jungshong  Wang  $397,371 
Dr.  Chanda  Mendi  $287,178 
Dr.  Babubhai  Patel  $278,891 
Dr.  Ana  Kostic      $261,259 

-Priciest  prescription  writers* 
Dr.  Boris  Gurevich   $825,799 
Dr.  Victor  Wong      $447,472 
Dr.  Russell  Bissell  $426,332 
Dr.  Dong  Yoon        $376,924 

A 

DEMO 

GRAPHICS 

The  240  doctors  are  largely  trained  as  specialists  but  work  as  general 

practitioners.  They  tend  to  share  some  characteristics  in  common 

Location. 

Most  work  in  the  Chicago  metropolitan  area...  219  (21) 

Education. 

...were  educated  in  a  foreign  medical  school...  207  (33) 

Credentials. 

...and  are  not  board  certified.  165  (75) 
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STATEWIDE  DIAGNOSES 

In  fiscal  1991,  Illinois  paid  Medicaid  doctors  $78.9  million  for  office 

visits.  The  problem  most  frequently  diagnosed  was  upper  respiratory  disorders 

costing  the  state  $12.7  million. 

A 

Number  of   State 

The  diagnosis  for  all  doctors      diagnoses    cost 

1.  Upper  respiratory  disorders:      614,000     $12.7  million 

2.  Pregnancy/contraception  403,000      $6.8  million 

3.  Child  health  exams:  300,000        $9  million 

4.  General  medical  exams  209,000      $5.8  million 

5.  Not  specified+-t-  189,000     $2.4  million 

Other  diagnoses  2,385,000     $42.2  million 

Total  4,100,000     $78.9  million 

A 

Doctors  are  not  required  to  list  a  diagnosis  in  the  billing  form  they  submit 

to  Medicaid. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 

GRAPHIC:  MEDICAID 

HOW  DOCTORS  CAN  DIFFER 

Dr.  Kaplan  and  Dr.  Patel  are  Medicaid  doctors  who  have  offices  next  door  to 
each  other.  Medicaid  billing  records  show  differences  in  their  practice  of 
Medicaid  medicine. 

KEY 

Dr.  Kaplan 

General  Practitioner 

6746  S.  Stony  Island  Ave. 

Dr.  Patel 

General  Practitioner 

6740  S.  Stony  Island  Ave. 

RECORDS  SHOW  FOR  1991: 

-  Overall  Kaplan  had  fewer  patients,  but  more  visits  per  patient 

A 

Total  patients 

Kaplan  -  2,440 

Patel   -  3,202 

Total  visits 
Kaplan  -  6,563 
Patel   -  6,708 

Visits  per  patient 
Kaplan  -   2.7 
Patel   -   2.1 

A 

+  Kaplan's  patients  get  more  prescription  items  and  more  costly  items. 

Number  of  items  per  visit 
Kaplan   -   4.5 
Patel    -   2.9 

Prescription  cost  per  visit 
Kaplan   -   $71.23 
Patel    -   $18.47 

Case  studies 

A  56-year-old  man  went  to  both  doctors  with  the  same  problem.  Here  are  the 

results  of  his  visits: 

A    -  Dr.  Kaplan  -  Dr.  Patel 

One  visit  on  Aug.  27,  1991    One  visit  on  June  10,  1991 

Diagnosis:  Arthritis         Diagnosis:  Joint  pain 

Cost  of  drugs:  $24.93        Cost  of  drugs:  $4.50 

A 

A  46-year  old  man  went  to  both  doctors  and  a  number  of  times  in  the  same 

period  of  1990.  Here  are  the  results  of  his  visits: 

A   -  Dr.  Kaplan  -  Dr.  Patel 

Number  of  visits:  8  Number  of  visits  5 

Diagnoses:  Benign  hypertension.  Diagnoses:  Asthma,  dermatitis, 

asthma,  constipation  and        gastritis  and  bronchitis. 

neurotic  depression. 

Cost  of  drugs:  $1,865.12         Cost  of  drugs:  $128.78 

Average  cost  per  visit  $233.14   Average  cost  per  visit:  $25.76 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 
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A 

PHOTO:  Dr.  Ronald  Grason  studies  a  document  during  a  disciplinary  hearing  at 

which  he  defended  himself  against  charges  brought  by  the  Illinois 

Department  of  Public  Aid.  He  was  suspended,  then  reinstated.  Tribune  photo  by 

David  Klobucar. 

PHOTO:  Dr.  Russell  Blssell  (left)  and  an  assistant  close  up  shop  at  his 
storefront  clinic  at  369A  E.  47th  St.,  where  patients  cram  into  his  waiting 
room.  Tribune  photo  by  Ovie  Carter. 

PHOTO:  Dr.  Angela  Blas-Cupeles  gives  a  prenatal  exam  to  Elizabeth  Valencia  as 
her  daughter,  Evelyn  Franco,  8,  waits.  Dr.  Blas-Cupeles,  feels  "there  is  a 
need"  for  her  services  at  the  El  Dorado  Medical  Center  in  Humboldt  Park. 
Tribune  photo  by  Michael  Melnhardt. 

PHOTO:  The  Joal  Medical  Center  and  Joal  Pharmacy,  on  the  left,  coexist  with 

the  Island  Medical  Center  on  South  Stony  Island  near  67th  Street.  Patients 

flit  from  one  center  to  the  other,  frequently  on  the  same  day.  Tribune  photo 
Cduardo  Contreras . 

PHOTO  (color):  Despite  late  Medicaid  payments.  Dr.  Angela  Blas-Cupeles  (left) 
sticks  with  her  West  Side  patients.  Tribune  photo  by  Michael  Melnhardt. 
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Some  of  the  people  eligible  to  receive  health  care  from  the  Illinois  Medical 
program  have  discovered  an  expensive  twist  in  the  system:  They  make  a  living 
from  it.  The  prescription  medicines  and  devices  they  can  obtain  free  have  an 
eager  Illegal  street  market. 

The  right  stuff  moves  quickly.  Syringes  are  in  demand  by  addicts  to  support 
their  habits.  Other  drugs  are  needed  to  prolong  a  high  or  take  the  edge  off 
coming  down.  Many  are  to  offset  the  effects  of  intense  alcohol  use  and  many  mor 
are  perfectly  ordinary,  legal  medicines  needed  by  people  too  poor  to  see  a 
doctor,  but  not  poor  enough  to  qualify  for  Medicaid. 

But  the  street-sale  value  of  even  the  most  desirable  drugs  is  only  a  fractio 
of  the  original  cost,  which  means  these  Medicaid  entrepreneurs  need  high  volume 
to  earn  big  profits.  That  means  wheedling  multiple  prescriptions  from  many 
doctors.  Of  course,  there  is  almost  no  overhead  for  these  illegal  "middlemen" 
since  neither  the  doctor  nor  the  drugs  cost  them  anything. 

Tribune  reporters  ran  computer  studies  of  state  Medicaid  records  to  document 
the  practice  of  shopping.  They  found  that  under  present  laws  not  much  can  be 
done  to  stop  an  abuse  that  siphons  millions  of  dollars  a  year  out  of  the 
Medicaid  budget. 

Y  PRESCRIPTIONS  BY  THE  HANDFUL 

SOME  PATIENTS  TURN  DRUGS  INTO  CASH 

yThe  white  British  Sterling  maneuvers  out  of  the  noontime  traffic  heading 
east  on  79th  Street  and  pauses,  motor  running,  at  the  curb.  The  passenger  door 
opens  and,  slowly.  Dr.  Vincent  W.  Steward  eases  out  of  the  car. 

He  steadies  himself  with  a  polished  wooden  cane,  which  he  has  used  since 
suffering  a  stroke.  He  holds  an  elegant  leather  doctor's  satchel  in  the  other 
hand.  Though  slightly  hunched,  he  carries  himself  with  a  decidedly  dlstlnguishe 
air. 

The  65-year-old  doctor  makes  his  way  to  a  dingy  marbled  vestibule  at  753  E. 
79th  St.,  a  tombish  graystone  with  three  floors  of  offices  stacked  over  the 
sidewalk  businesses.  Leaning  on  his  cane,  he  fumbles  for  the  proper  key.  The 
heavy  inner  security  door  locks  automatically  behind  him.  He  rides  the 
elevator  up  to  the  second  floor. 
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There  is  no  sign  that  calls  attention  to  Dr.  Steward's  medical  office.  But  h 

draws  people  with  Medicaid  cards  from  all  parts  of  the  city,  from  suburbs  in 

every  direction  as  far  away  as  Lake  and  Du  Page  counties.  His  patients  are  his 
best  advertisement.  Word  gets  around. 

His  office  is  a  cramped  space  at  the  far  end  of  a  long,  dark  corridor. 
Inside,  Dr.  Steward  prepares  himself  for  the  afternoon.  He  bends  over  his 
prescription  pad  and  writes  the  date  in  the  upper  right  hand  corner  and  signs 
his  name  along  the  bottom.  He  fills  out  several  sheets  at  a  time. 

At  half-past  noon,  the  doctor  is  ready. 

And  so  are  his  patients,  judging  from  the  crowd. 

Some  have  spilled  out  into  the  hallway,  where  they  huddle  behind  a  veil  of  o 
cigarette  smoke.  Some  talk.  Some  whisper.  Some  sleep.  Dark  circles  decorate  the 
walls  above  the  chairs  that  line  the  waiting  room,  greasy  reminders  of  the  head, 
of  those  who  have  waited  a  turn. 

Every  now  and  then,  the  multi-syllabled  names  of  prescription  medications 
travel  back  and  forth  in  hushed  conversation.  As  do  locations  of  friendly 
pharmacies.  Names  of  other  doctors.  Dosages  to  ask  for,  symptoms  to  describe. 
Patients  work  out  lists  on  tiny  pieces  of  paper  of  all  the  medicines  they  will 
ask  the  doctor  to  prescribe. 

It's  here,  inside  the  doctor's  office,  that  one  of  the  most  egregious  abuses 
of  the  Medicaid  program  takes  place.  "Shopping"  happens  when  savvy  patients  fine 
doctors  who  will  give  them  the  prescriptions  they  want,  regardless  of  need. 

In  addition  to  the  fee  for  a  patient's  visit,  the  State  of  Illinois  pays  an 
average  $189.75  for  medicine  each  time  Dr.  Steward  sees  e  patient,  no  matter 
what  diagnosis  he  makes. 

Dr.  Steward's  patients  sit  for  a  few  minutes  in  a  chair  beside  his  desk. 
His  examination  consists  of  a  few  verbal  exchanges,  maybe  an  argument  over 
whether  he  is  willing  to  prescribe  a  certain  medication  or  an  inquiry  if  the 
patient  is  still  abusing  alcohol  or  drugs. 

"So,  do  you  want  the  same  stuff?"  is  Dr.  Steward's  usual  greeting. 

Most  do. 

Dr.  Steward  is  just  one  stop  along  a  well-traveled  path  where  thousands  of 
men  and  women  use  their  Medicaid  cards  to  go  from  doctor  to  doctor,  pharmacy  to 
pharmacy  in  pursuit  of  drugs:  ulcer  medications,  hypodermic  needles  and 
syringes,  codeine-based  pain  relievers,  sedatives,  birth  control  pills, 
antidepressants,  pain  pills,  antibiotics,  blood  pressure  pills.  All  have  a 
resale  value. 

A  three-year  study  of  the  state's  Medicaid  program  found  that  dozens  of 
physicians  across  the  city  and  suburbs-some  willingly,  some 

unwittingly-prescribe  hundreds  of  thousands  of  dollars  worth  of  medicines  to 
patients  who  go  to  the  doctor  50,  100  or  more  times  a  year. 

For  these  patients,  a  Medicaid  card  means  easy  drugs  that  can  be  turned 
readily  into  cash. 

In  what  is  largely  an  urban  phenomenon,  legally  prescribed  drugs  are  divert 
to  other  uses.  Some  are  abused  by  the  patients  who  collect  them.  Some  sell 
briskly  on  the  streets.  The  customers  vary.  They  include  people  who  don't  have 
Medicaid  card  and  cannot  afford  drug  store  prices,  drug  abusers  and  fences  who 
buy  in  bulk.  They  often  sell  items  at  a  discount  to  unscrupulous  pharmacies  th, 
resell  them  to  legitimate  buyers  at  full  price. 

"Shoppers"  may  constitute  a  relatively  small  portion  of  the  state's  Medicaii 
population,  but  they  cost  a  bundle.  And  such  abuse  has  long  been  tolerated  in 
Illinois. 

To  some  degree,  state  Medicaid  officials  are  hamstrung  by  federal  regulatioi 
that  make  it  impossible  to  deny  Medicaid  benefits  to  even  the  worst  abusers.  Y( 
Illinois  has  not  kept  pace  with  efforts  in  other  states  to  close  this  loophole 
by  setting  limits  on  doctor  visits  and  prescription  items. 

Here,  the  task  of  tracking  down  the  abusive  patients  depends  on  a  sluggish 
computer  monitoring  system  that  sometimes  takes  as  long  as  a  year  to  catch  up 
with  shoppers.  The  Illinois  Department  of  Public  Aid,  which  oversees  the 
Medicaid  program,  has  no  criminal  enforcement  power  and  officials  concede  they 
do  well  to  catch  even  one  out  of  40. 

And  the  only  sanction  the  federal  regulations  allow  is  restriction:  Illinoi 
can  authorize  payment  for  only  one  doctor  and  one  pharmacy.  But  each  restrictic 
can  last  no  longer  than  a  year  before  being  reviewed. 


What  Dr.  Steward's  patients  do  is  not  unique. 


257 


A  computer  examination  of  nearly  80  million  billing  records  of  all  Medicaid 
patients  who  visited  a  doctor's  office  over  two  years  brought  the  picture  into 
focus . 

Out  of  870,000  Medicaid  patients  who  visited  a  doctor's  office  in  fiscal 
1991,  236,441  patients  went  to  the  doctor  only  once.  They  were  part  of  the  lar 
majority,  about  82  percent  of  the  patients,  who  saw  only  one  or  two  doctors. 

Nearly  40,000  patients  went  to  the  doctor  anywhere  from  13  to  23  times  a 
year.  But  more  than  5,000  others  went  at  least  twice  a  month,  and  some  even  mo 
often. 

There  were  75  patients  who  visited  a  doctor's  office  more  than  100  times  In 
the  year-the  equivalent  of  once  every  third  day.  Thirty  patients  racked  up  mor 
than  200  doctor  visits. 

The  system  is  so  loosely  monitored  and  without  adequate  safeguards  that 
patients  can  visit  doctors  almost  at  will. 

Not  everyone  who  sees  more  than  a  couple  of  doctors  is  collecting  drugs. 
Because  of  the  subjective  nature  of  medicine,  it  is  difficult  to  judge  if 
services  billed  to  the  taxpayers  are  medically  necessary,  properly  performed, 
duplicative,  wasteful  or  outright  fraud. 

In  one  12-month  period,  a  44-year  old  man  made  260  visits  to  79  different 
doctors  and  was  diagnosed  with  53  different  medical  problems.  Medicaid  paid 
$51,764. 

The  state  paid  more  than  $3,000  for  a  46-year  old  man  hospitalized  for 
alcoholism.  In  the  three  months  before  he  was  admitted,  he  had  made  47  visits  ■ 
32  different  doctors-none  of  whom  diagnosed  an  alcohol  problem. 

In  156  visits  to  33  doctors,  one  woman  collected  1,460  doses  of  a 
codeine-based  pain-killer,  1,754  doses  of  the  tranquilizer  Librium  and  2,646 
doses  of  Halcion,  a  controversial  sleep  aid. 

Whenever  a  patient  walks  in  for  the  first  time,  a  doctor  is  allowed  to  bill 
for  a  Comprehensive  New  office  Visit.  On  the  theory  that  the  doctor  takes  extr. 
time  to  take  a  thorough  medical  history  and  conduct  an  exam,  Medicaid  pays 
$42.20,  more  than  twice  as  much  as  a  doctor  collects  for  a  repeat  patient. 

One  32-year-old  Chicago  man  walked  as  a  new  patient  into  the  offices  of  37 
doctors.  His  total  comprehensive  office  visit  bill:  $1,561.40. 

He  saw  so  many  doctors  in  so  many  parts  of  the  city  on  some  days  that  he  ha( 
to  be  feeling  pretty  good  just  to  get  around.  In  his  243  doctor  visits,  he 
managed  to  see  five  doctors  the  same  day  on  seven  different  occasions.  Twice, 
saw  six. 

But  most  who  walk  through  Dr.  Steward's  door  are  repeaters. 

As  Dr.  Steward  was  busily  writing  her  prescriptions  one  day.  Rose  Brooks 
opened  her  purse  and  took  out  a  $10  bill. 

His  44-year-old  patient  had  said  nothing,  but  Dr.  Steward  knew  what  she 
wanted. 

"OK,  I'll  give  them  to  you ,  "  the  doctor  said. 

He  leaned  over,  took  a  big  white  bottle  from  the  bottom  desk  drawer,  and 
counted  out  a  one-month  supply  of  yellow  diet  pills  worth  $5. 

"I  make  no  money  on  it;  in  fact.  Public  Aid  asked  me  not  to  do  this,"  said 
Dr.  Steward  as  he  sealed  the  medicine  in  a  white  envelope.  "I  get  these  out  of  . 
catalog  from  New  York." 

Medicaid  officials  once  warned  him  against  dispensing  medicine  from  his  desk 
for  cash.  But  he  does  it  anyway  because  it  isn't  covered  on  the  Medicaid  card, 
which  means  a  patient  would  have  to  pay  as  much  as  $30  for  a  month's  supply. 

"I  don't  think  that's  fair  to  these  patients,  so  I  do  this  myself." 

Standing,  he  took  the  $10  and  tucked  it  in  his  pocket.  He  gave  his  patient  $ 
change. 

"Thank  you.  Dr.  Steward,"  said  Brooks,  who  paid  only  for  her  diet  pills. 
Medicaid  would  pick  up  the  cost  of  the  prescriptions,  including  Valium,  a 
tranquilizer  and  a  pain  reliever. 

Dr.  Steward  is  a  man  of  contradiction.  At  one  moment  he  can  show  compassion 
for  his  patients  and  the  next  seethe  with  contempt. 

"Let  me  characterize  them  by  saying  that  usually  they're  not  very  bright 
people,"  he  said  of  his  patients.  "Damned  ignorant,  most  of  them.  They  have  no 
sense  of  self-respect  or  self -discipline. " 
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ms  is  a  myopic  kind  of  medicine.  Most  visits  are  nothing  more  than  an  $17.1 
refill  session. 

"You  want  your  Prozac,  don't  you?"  he  asks  Louise  Watson. 

She  nods  yes . 

"Prozac  is  for  depression,"  lectures  Dr.  Steward. 

"People  who  drink  too  much  get  depressed.  You  want  your  Ceclor?"  asks  Dr. 
Steward,  inquiring  about  an  expensive  antibiotic. 

Again,  she  nods. 

Watson,  who  Steward  diagnosed  with  alcoholism,  depression,  gastritis  and 
asthma,  was  in  the  chair  only  as  long  as  it  took  the  doctor  to  write  the 
prescriptions . 

A  heart  regulator.  Blood  pressure  pill.  Zantac,  the  ulcer  medicine.  Valium. 
Birth  control  pills.  Dr.  Steward  slowly  ripped  the  sheet  off  the  prescription 
pad.  "People  don't  know  how  fortunate  they  are  to  live  in  a  country  like  this," 
he  said. 

Sliding  the  sheets  off  the  desktop,  Watson  smiled. 

Dr.  Steward  formerly  worked  a  block  farther  north  on  Cottage  Grove  Avenue, 
but  he  was  asked  to  move  out.  "The  management  said  they  didn't  like  my 
patients,"  he  said.  "I  said  I  don't  like  them  either,  but  I  took  a  Hippocratic 
oath. " 

He  was  interrupted  by  a  banging  at  the  door. 

"Come  through.  Shut  the  door." 

Bernice  Coleman,  35,  took  a  seat.  In  her  hand  was  a  Medicaid  card  so  worn  anc 
frayed  it  looked  as  if  it  had  gone  through  a  washing  machine. 

She  handed  Dr.  Steward  a  small  square  of  pink  paper  bearing  a  crudely  spellec 
list  of  10  medications.  Among  the  drugs  were  "Tagaments"  (Tagamet,  an  ulcer 
medicine);  "Ampencillin"  (Ampicillin,  the  antibiotic);  "Narsoyn"  (Naprosyn,  the 
pain  reliever)  and  "Libums"  (Librium,  for  the  nerves). 

Dr.  Steward  chuckled  and  filled  her  order  with  prescriptions  that  would  cost 
Medicaid  $274.79. 

"They  don't  even  spell  right,"  he  said. 

Patients  began  shopping  for  drugs  almost  as  soon  as  the  Medicaid  program  was 
put  in  place.  But  by  the  1970s,  the  practice  was  so  widespread  that  Illinois 
drew  up  a  plan  to  crack  down,  the  Recipient  Utilization  Review  Program. 

Initially,  it  worked  too  well. 

Analysts  with  Public  Aid's  Bureau  of  Medical  Quality  Assurance  plucked 
Medicaid  cardholders  with  the  highest  number  of  doctor  visits  and  prescriptions 
from  computer  billings.  Automatically,  they  were  restricted  to  one  doctor,  one 
pharmacy,  or  both. 

If  a  provider  ignored  the  restriction,  the  Public  Aid  department  hauled  out 
its  only  real  hammer:  It  refused  to  pay  the  bills. 

Patients  were  given  25  days  to  choose  their  doctor.  Those  who  didn't  lost 
their  Medicaid  cards  permanently.  Patients  had  to  ask  that  their  restrictions  bt 
lifted.  Some  were,  but  very  few.  Only  one  of  40  requests  was  successful. 

But  in  1980  a  group  of  Medicaid  patients  sued  Public  Aid,  charging  the 
program  was  unconstitutional.  Six  years  later  U.S.  District  Judge  James  Moran 
barred  Illinois  officials  from  denying  medical  benefits  or  imposing  restrictions 
on  patients  for  indefinite  periods. 

He  also  ordered  that  patient  records  be  reviewed  by  medical  prof essionals-not 
bureaucrats-before  any  restrictions  went  into  effect.  That  order  added  a 
time-consuming  step  to  an  already  months-long  process. 

Now  restricted  patients  are  eligible  to  return  to  full  access  after  a  year. 

But  the  number  of  Medicaid  recipients  has  grown  so  large- 1.4  milllon-and  the 
wheels  of  detection  turn  so  slowly  that  at  any  time  only  about  600  cardholders 
are  restricted  in  the  entire  state  of  Illinois. 

An  examination  of  patients  restricted  after  fiscal  1990  shows  that 
restriction  has  a  drastic  effect  on  their  use  of  Medicaid  services. 

A  40-year-old  patient  had  made  nearly  250  office  visits  to  58  doctors  in  12 
months.  In  the  year  that  he  was  restricted  to  one  physician,  he  went  to  the 
doctor  only  twice. 
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Before  he  was  restricted,  a  Woodlawn  man  collected  enough  pharmaceutical 
items  from  57  different  doctors  to  stock  a  small  drugstore.  This  34-yoar-old 
patient  got  3,540  condoms,  234  asthma  inhalers  and  enough  antibiotics, 
sedatives,  pain-killers  and  other  drugs  to  swallow  46  pills  a  day.  His  bill  (o 
fiscal  1990  was  $20,664.  Restricted,  his  annual  pharmacy  bill  dropped  to  $1,99 

But  it  takes  months  for  the  state's  Medicaid  program  to  nail  an  abuser.  Six 
months  often  pass  between  the  recipient's  abuse  and  the  first  case  review. 

In  Illinois,  the  task  of  monitoring  how  people  go  to  the  doctor  is  entrusted 
to  Medicaid's  mammoth  computer  system,  which  spits  out  a  report  of  patient 
billing  records  four  times  a  year. 

Typically,  it  lists  about  40,000  patients  whose  frequency  of  doctor  visits 
and  number  of  prescriptions  is  above  average.  Only  1,000  are  selected  each 
quarter  for  examination  by  a  staff  of  seven  caseworkers,  who  study  them  line  b- 
line,  visit  by  visit,  prescription  by  prescription,  to  separate  the  medical 
manipulators  from  patients  whose  high  numbers  or  cost  are  legitimate. 

Some  of  the  state's  most  productive  Medicaid  shoppers  may  have  records  that 
are  hundreds  of  pages  long.  It  can  take  an  entire  week  for  an  analyst  to  plow 
through  just  14  cases  to  make  an  initial  determination  on  excessive  use.  As 
provided  by  the  court  ruling,  private  doctors  that  the  state  keeps  on  retainer 
must  review  the  cases  to  make  a  final  determination. 

If  Medicaid  officials  agree  with  the  consultant  reports,  patients  finally  ai 
targeted.  Often  this  process  takes  six  months  from  the  time  the  computer  first 
identifies  the  abuse. 

After  a  year  on  restriction,  the  sanction  is  usually  removed.  And  what  was 
gained  is  often  lost. 

On  restriction,  a  33-year-old  Chicago  woman  visited  her  doctor  less  than  one 
a  month  for  more  than  a  year  and  a  half.  Off  restriction,  she  made  90  visits  tc 
44  different  doctors  in  five  months. 

While  restricted,  a  42-year  old  patient  diagnosed  as  diabetic  visited  his 
doctor  seven  times  in  six  months  and  was  prescribed  340  insulin  syringes -about 
two  a  day.  But  in  the  six  months  after  the  restriction  was  lifted,  the  patient 
made  53  doctor  visits  and  got  2,350  needles.  His  prescription  bill  quadrupled 
from  $1,017  to  $4,195. 

One  60-year-old  Chicago  man  went  off  restricted  status  and  collected  enough 
needles  to  supply  five  diabetics  for  a  year.  Restricted  in  fiscal  1990,  he  went 
to  the  doctor  only  three  times.  But  in  the  12  months  after  it  was  lifted,  he 
went  to  55  doctors  214  times.  His  medical  bills  jumped  from  less  than  $500  to 
$32,243.42. 

Because  the  system  is  so  large  and  moves  so  slowly,  some  of  the  busiest 
patients  are  never  caught. 

Take  one  of  Dr.  Steward's  patients,  for  example.  He  saw  more  than  50 
different  doctors  434  times  over  two  years  at  a  cost  of  $59,732. 

This  4  3-year-old  West  Side  man  worked  the  system  for  nearly  3,000 
codeine-based  pain-killers  and  enough  condoms  to  use  five  a  day. 

"We  may  never  catch  you,"  conceded  Marykay  Benedict,  head  of  the  restriction 
program. 

And  physicians  like  Dr.  Steward  just  keep  passing  them  on  through. 

It  is  nearly  1  p.m. -almost  half  an  hour  past  opening  time  and  the  patients 
are  stirring.  The  usual  murmur  of  whispered  waiting  room  conversation  has  turne 
into  an  angry  buzz. 

On  this  day,  the  doctor  is  late,  and  his  medical  assistant,  Pla  DeAmparo, 
decides  to  cajole  the  patients,  but  she's  swarmed  as  soon  as  she  steps  into  the 
crowd. 

"Whoa!"  she  says,  taken  aback  by  the  push  of  bodies.  She  laughs.  "My,  there' 
a  siege  of  people  today!" 

Arm  outstretched,  DeAmparo  walks  around  the  waiting  room  collecting  Medicaid 
cards . 

"OK,  Mr.  Jenkins,"  she  says,  nodding.  "OK,  Mr.  Anderson."  She  smiles.  "OK, 
Mr.  Hicks."  There  are  six  people  in  the  waiting  room.  Another  five  mill  around 
in  the  hall. 

DeAmparo  wears  a  white  lab  coat;  a  stethoscope  hangs  around  her  neck.  She 
describes  her  job  as  pulling  charts,  collecting  Medicaid  cards,  taking  the  bloo; 
pressure  when  needed. 

But  she  does  more. 
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"If  it's  the  end  of  the  day  and  they  just  need  a  refill  and  it's  the  same  as 
last  time,  they  don't  even  need  to  see  the  doctor.  I  just  write  it  out," 
DeAmparo  says . 

Two  men  who  were  regular  visitors  to  Steward's  office  said  that  OeAmparo 
routinely  sold  prescriptions.  One  carried  a  hand-written  note  he  said  DeAmparo 
gave  to  him. 

"$15  for  script  (prescription),"  the  note  said.  It  bore  DeAmparo's  name  and 
listed  home  and  work  phone  numbers  in  what  appeared  to  be  the  same  handwriting 
used  on  signs  in  Or.  Steward's  waiting  room. 

The  word  spread  wide  enough  that  state  and  federal  authorities  began  an 
undercover  investigation,  sending  an  investigator  into  the  office  posing  as  a 
Medicaid  patient. 

Ultimately,  DeAmparo  was  indicted  on  charges  of  selling  prescriptions  for 
addictive  drugs  to  undercover  agents  for  the  federal  Drug  Enforcement 
Administration  on  seven  different  occasions  for  a  total  of  $570. 

Dr.  Steward  fired  DeAmparo  and  she  pleaded  guilty  in  federal  court. 

Without  her  the  office  is  quieter.  Dr.  Steward  says.  "The  phone  doesn't  rinc 
so  often  and  people  don't  hang  up  when  I  answer." 

By  law,  Medicaid  patients  must  be  allowed  the  opportunity  to  choose  the 
physician  to  whom  they  are  restricted.  One  woman  made  the  most  of  that  choice. 

"She  got  herself  restricted  to  me,"  said  Dr.  Anita  Johnson,  who  then  was  a 
primary  care  physician  in  an  office  at  St.  Mary  of  Nazareth  Hospital,  2233  W. 
Division  St. 

While  suffering  from  painful  pancreatitis  the  patient  obtained  more  than 
11,000  codeine-based  pills,  an  amount  that,  had  she  taken  them  as  she  got  them, 
would  have  left  her  skin  so  brittle  it  would  crack  at  a  mere  touch,  one 
physician  said. 

"I  might  have  given  her  a  hundred  at  a  time,"  said  Dr.  Johnson.  "She  would 
try  to  manipulate  me  to  get  as  many  as  possible.  I  would  give  her  50  and  give 
her  a  refill  or  100  all  at  once  with  no  refill." 

When  Dr.  Johnson  began  refusing,  the  patient  still  circumvented  the  system. 
She  stole  prescription  pads,  wrote  the  doctor's  name,  and  sent  her  children  or 
boyfriend  to  pharmacies  to  get  her  drugs. 

"She  was  probably  selling  them,"  Dr.  Johnson  said.  "She  must  have  been 
supplying  or  selling. 

"I  got  pressured  by  a  lot  of  people  who  wanted  penicillin  for  a  cold,"  she 
said.  "They  would  be  disappointed  if  you  argued.  If  they  needed  weight  control, 
they  didn't  want  to  hear  about  diet  and  an  exercise  program.  They  wanted  a  fast 
fix." 

Drug  shopping  can  be  solved.  A  decade  ago  a  University  of  Illinois  study 
urged  the  state  to  print  the  dates  of  the  month  on  Medicaid  cards  so  doctors 
could  punch  a  hole  to  show  when  a  patient  had  received  service.  Both  physicians 
and  pharmacists  could  sign  the  card. 

The  idea  was  simple,  inexpensive  and  ignored. 

Frustrated  by  the  lack  of  safeguards,  some  doctors  write  their  names  and  the 
date  of  service  on  a  patient's  Medicaid  card  to  send  a  message  alerting  the  nex 
physician  the  patient  tries  to  see. 

Dr.  Patrick  Stodola,  who  practices  on  the  South  Side,  not  only  writes  the 
date  of  the  visit  on  the  card,  but  stamps  it  with  his  ntune.  He  also  uses 
distinctively  printed  prescription  sheets  to  discourage  patients  from  forging 
his  name  on  stolen  prescription  pads. 

Some  physicians  have  prescription  sheets  printed  without  their  Drug 
Enforcement  Administration  numbers,  the  unique  identification  a  doctor  uses, 

so  that  pharmacies  will  call  to  verify  that  a  prescription  is  valid. 

Doctors  tend  to  blame  the  system  for  failing  to  protect  them  from  shoppers. 
Many  seem  to  believe  that  it  is  their  obligation  to  say  "yes,"  that  they  cannot 
say  "no. " 

But  Daniel  Swartzman,  who  teaches  courses  in  ethics  and  public  policy  at  the 
University  of  Illinois,  has  a  different  view. 

"Doctors  may  choose  not  to  take  somebody  as  a  patient,"  he  said.  "They  may 
decide  they  don't  want  to  treat  this  person.  There's  no  ethical  obligation  for 
the  doctor  to  spell  out  the  reasons. 
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•At  some  point,  strictly  on  a  moral  basis,  not  a  legal  basis,  I  think  socle- 
has  a  right  to  morally  condemn  a  physician  who  either  knows  or  should  know  that 
he  or  she  is  participating  in  blatant  abuse  of  the  system." 

Last  April,  Illinois  took  a  step  in  that  direction,  launching  a  program 
called  "Refill  Too  Soon"  in  which  pharmacies  with  computerized  billing 
capabilities  hook  electronically  into  the  state's  computer  system,  a  move  that 
gives  immediate  information  on  patients  who  try  to  fill  a  lot  of  prescriptions 
in  a  short  period  of  time. 

"They  should  tell  the  client  that  we  can't  fill  that  prescription  because  yc 
just  got  one  down  the  street,"  said  Fred  Sapetti,  assistant  administrator. 
Division  of  Medical  Programs. 

"And  we  tell  the  pharmacy  that  we  will  not  pay  for  that  prescription,"  he 
said.  "It  depends  on  whether  it  was  filled  within  an  appropriate  time  frame." 

The  Public  Aid  department  will  not  say  what  "appropriate"  is. 

As  with  most  Medicaid  initiatives,  the  program  has  other  loopholes. 

The  state  will  still  pay  for  all  prescriptions  filled  by  pharmacies  not 
linked  into  the  system.  Until  approved  for  payment,  claims  filed  on  paper  are 
not  part  of  the  electronic  record,  and  that  can  take  30  to  40  days. 

Most  troublesome,  however,  is  that  the  Illinois  program  does  nothing  to  curt 
drug  shopping  in  the  doctor's  office,  where  it  begins. 

By  the  time  the  patient  shows  up  at  the  pharmacy,  the  state  will  already  ha\ 

been  billed  $18  to  $42  for  the  office  visit  and  for  lab  tests  that  can  range 

from  as  little  as  $3  for  a  simple  glucose  test  to  more  than  $150  for  a  blood 
profile. 

Because  unrestricted  access  was  a  cornerstone  from  the  beginning,  Medicaid 
doctor  and  drug  shopping  became  a  national  problem.  Many  states  struggle  to 
control  it;  many  do  better  than  Illinois. 

Some  have  embraced  more  modern  methods  that  allow  for  almost  Instant  access 
to  a  patient's  files.  New  York  officials  introduced  a  plastic  card  that  can  be 
swiped  through  a  device  to  connect  a  doctor  with  the  patient's  computerized 
records . 

In  Maryland,  officials  developed  a  universal  plastic  card  that  allows  welfar 
recipients  to  obtain  medical  care,  food  stamps  and  cash  benefits.  Similar  pilo 
programs  are  under  way  or  about  to  start  in  Minnesota,  Texas  and  Pennsylvania. 

Arkansas,  which  has  the  advantage  of  dealing  with  a  Medicaid  program  that  is 
only  one-fourth  the  size  of  Illinois',  has  moved  to  totally  paperless 
record-keeping,  providing  a  plastic  benefit  card  that  doctors  and  pharmacies  ca 
use  to  check  patient  service  histories  in  an  instant,  even  if  the  prescription 
was  dispensed  earlier  that  day. 

That  state  goes  even  further  to  safeguard  the  system  against  abuse.  It  limit- 
adults  to  12  doctor  visits  in  a  year,  unless  a  physician  certifies  medical  need 
New  York  attempted  to  impose  limits,  but  welfare  rights  organizations  opposed 
with  a  powerful  voice. 

Illinois  won't  see  such  solutions  any  time  soon. 

Joseph  Antolin,  deputy  director  of  operations  for  the  Public  Aid  department, 
said  that  a  $1.6  million  pilot  program  to  test  a  plastic  card  will  begin  next 
May  in  Sangamon  County. 

But  it  will  only  involve  cash  benefits  like  public  assistance  and  food 
stamps,  not  Medicaid.  "We're  not  pushing  that  aspect,"  Antolin  said.  "Each  of 
those  programs  has  a  different  bureaucracy.  Two  was  hard  enough;  three  would  be 
impossible . " 

Illinois  just  doesn't  seem  to  have  the  will  to  curb  patient  abuse.  In  1991, 
Public  Aid  sought  $100,000  to  increase  staffing  in  Medicaid's  restriction 
program  that  it  claimed  would  expand  the  number  of  patients  on  restriction  from 
600  to  12,000. 

Public  Aid  estimated  the  heightened  surveillance  and  extra  effort  would  save 
$27.3  million  annually. 

The  proposal  was  sacrificed  as  part  of  Gov.  Jim  Edgar's  budget  cuts. 

State  Medicaid  officials  estimated  that,  excluding  long-term  care,  less  than 
2  percent  of  the  patients-about  17,000-were  responsible  for  $272  million  in 
Medicaid  costs. 

GRAPHIC:  PHOTOS  5  GRAPHICS  3 

PHOTO:  Many  Medicaid  clinics  have  in-house  pharmacies  that  dispense  pills  and 
medicines  to  the  patients  who  receive  prescriptions  from  the  clinic  doctors. 
An  alternative  is  a  local  drug  store  when  no  pharmacy  is  on  the  premises. 
Tribune  photo  by  Eduardo  Contreras . 
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PHOTO:  Pla  OeAmparo,  once  Or.  Steward's  assistant,  pleaded  guilty  in  federal 
court  to  selling  prescriptions.  Tribune  photo  by  Eduardo  Contreras. 

PHOTO  (color):  A  Medicaid  recipient  shows  his  haul  of  drugs  after  a  visit  to  a 
doctor  and  a  pharmacy.  Tribune  photo  by  Ovie  Carter. 

photos:  Dr.  Vincent  W.  Steward's  Medicaid  practice  draws  patients  from  both 
city  and  suburbs.  He  is  popular  as  a  source  for  prescription  drugs,  many 
patients  he  sees  repeatedly  complain  of  various  ills,  fill  their  prescriptions 
and  then  resell  the  drugs,  other  Medicaid  doctors  are  set  by  drug  shoppers  as 
well.  Tribune  photos  by  Ovie  Carter. 

GRAPHIC:  Picking  up  the  tab.  Abuse  in  the  system. 

GRAPHIC:  Cracking  down  on  overduse. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 

GRAPHIC:  Doctor  shopping. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 

GRAPHIC:  One  day  of  working  the  system. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 

See  microfilm  for  complete  graphic. 


Copyright  1993  Chicago  Tribune  Company 
Chicago  Tribune 

November  4,  1993  Thursday,  NORTH  SPORTS  FINAL  EDITION 

SECTION:  NEWS;  Pg .  1;  ZONE:  N 

LENGTH:  4  623  words 

HEADLINE:  A  LEGEND  AT  WORK:  $100,000  IN  BILLS 

SERIES:  Medicaid.  System  In  Chaos.  Part  5:  Walter. 

BYLINE:  A  Tribune  series  by  Bonita  Brodt,  Maurice  Possley  and  Tim  Jones. 
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In  fiscal  1991,  one  Illinois  man  with  a  Medicaid  card  visited  more  doctors 
and  got  more  prescription  medicines  than  any  other  patient  in  the  state. 

He  was  never  hospitalized,  but  his  Medicaid  bills  topped  $100,000. 

When  Tribune  reporters  began  investigating  the  phenomenon  of  Medicaid  drug 
shopping,  the  name  Walter  began  to  surface.  If  they  wanted  to  know  about 
shopping,  they  should  ask  Walter. 

So  the  reporters  tracked  him  down.  And  they  asked  him.  Once  found,  Walter 
Wllbon  agreed  to  let  reporters  tag  along  as  he  made  his  rounds. 

They  spent  more  than  two  weeks  with  him,  following  Wilbon  through  doctor's 
offices  around  Chicago  and  on  to  pharmacies  where  he  collected  the  proceeds  of 
the  prescriptions  those  doctors  wrote  for  him. 

Later  computer  analysis  confirmed  the  reporters'  suspicion:  Walter  Wilbon  wa 
that  champion  card  user  and  Medicaid  shopper  of  1991. 

y  ONE  STEP  AHEAD  OF  THE  COMPUTER 

WALTER  WILBON  KNOWS  HOW  TO  WORK  THE  SYSTEM 

y  His  name  is  Walter  Wilbon.  Illinois  Medicaid  Recipient  (no.)  072776420. 

He  knows  how  to  make  the  Medicaid  program  work.  For  him. 

Nobody  goes  to  the  doctor  more  than  Wilbon,  not  when  he's  at  his  best.  One 
year,  even  though  he  was  sent  to  prison  for  40  days,  he  was  still  busier  than 
any  other  patient  with  a  Medicaid  card  in  Illinois. 

Wllbon  is  a  Medicaid  con  man,  a  master  of  whatever  kind  of  persuasion, 
persistence  or  just  downright  belligerence  it  takes  to  get  the  prescription  he 
wants . 

Make  that  prescriptions.  Plural.  He  hardly  ever  leaves  a  doctor's  office  wit 
just  one. 
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He  is  a  skillful  actor,  his  repertoire  is  a  mix  of  street  savvy  and  careful 
study  of  the  medical  manual  and  pharmaceutical  dictionary  he  "found"  in  doctors 
offices.  He  likes  to  get  his  symptoms  just  right. 

Wilbon  preys  on  doctors  who  work  in  the  trenches  of  the  Medicaid  program. 
During  the  1991  fiscal  year  when  Wilbon  was  the  busiest,  doctors  diagnosed  him 
with  28  different  maladies,  including  diabetes,  alcoholism,  nervousness,  gastri 
ulcer,  drug  dependence,  high  blood  pressure,  muscle  inflammation,  asthma,  joint 
pain,  upper  respiratory  infection,  depression  and  lumbago. 

It  is  difficult  to  tell  if  any  of  them  is  real. 

He  says  he's  diabetic,  but  loads  up  on  sweet  rolls,  candy  and  coffee  laced 
with  cream  and  sugar  when  he  needs  that  diagnosis  to  get  insulin  syringes.  He 
says  he  is  asthmatic,  but  practices  a  loud  throaty  exhale  with  his  mouth  hangir 
open  when  inhalers  are  on  his  shopping  list.  High  blood  pressure?   Well,  it's 
higher  with  drugs  and  alcohol  in  his  system,  but  he  also  has  a  breathing  trick 
he  says  will  make  the  readings  go  up. 

From  time  to  time,  the  state's  computer  surveillance  system  catches  up  with 
Wilbon  and  restricts  him  temporarily  to  one  doctor  and  one  pharmacy,  the  only 
sanction  Medicaid  regulations  allow. 

Even  a  restriction  doesn't  stop  Wilbon.  He  just  gets  a  little  more  creative. 

Leaning  against  a  chain-link  fence  outside  the  public  housing  development 
where  he  lives,  Walter  Wilbon  looks  harmless  enough.  Thin.  Wiry.  Hair  turning 
white  under  a  gray  skimmer  cap.  His  button-down  shirt  is  filthy  and  hangs 
loosely  over  a  pair  of  unhemmed  trousers  and  black  high-top  gym  shoes. 

"I  don't  like  to  do  real  work,"  Wilbon  explains. 

He  looks  older  than  his  51  years.  His  adult  life  has  been  lived  on  the 
streets  and  in  prison,  his  offenses  ranging  from  armed  robbery  to  stealing  a 
doctor's  stethoscope. 

That  last  one  rankles  still:  "I  was  going  to  try  to  sell  it  back  to  him," 
Wilbon  says  with  a  shrug. 

Working  the  Medicaid  program  is  his  job. 

"It's  not  a  living,"  he  says,  a  sly  smile  sliding  across  his  face.  "But 
almost. " 

Inside  the  storefront  clinic  at  5726  S.  State  St.,  Wilbon  finds  only  one 
other  patient  ahead  of  him.  He  steps  up  to  the  receptionist's  window,  signs  a 
clipboard  on  the  ledge,  then  pecks  a  fingernail  on  the  glass. 

"She's  in  there,"  yells  the  other  patient.  "But  the  doctor  ain't.  The  lady 
say  not  for  a  while." 

"Maaaan,"  says  Wilbon,  his  whole  body  slumping  as  he  draws  out  the  word. 
Time  is  money.  He  likes  to  see  several  doctors  a  day. 

Eventually,  a  woman  opens  the  glass  window.  "It  won't  be  too  long,"  she  say 
smiling.   I  can  take  your  card.  ' 

Wilbon  thumbs  through  the  collection  of  doctor's  business  cards  in  his  wall 
until  he  finds  his  Medicaid  card,  tattered  from  use.  The  woman  takes  it 
gingerly. 

"I  guess  I  need  a  new  one,"  he  says. 

fhe  waiting  area  and  goes  through  hi 

he 

ick 

Lnger 

"I  think  I  got  an  ear  infection.  I  keep  hearin'  this  poppin'  in  my  head.  I 
need  some  ampicillins  for  myself,  for  real." 

swlvellng,  he  turns  to  look  at  the  other  patient.  "What's  this  doctor  like? 
he  asks,  studying  her  face. 

"YOU  just  go  in  there  and  tell  him  what  you  want  and  y°"  f  "l)^^^^^","^^  ^° 
coat  off,"  thl  woman  offers.  "He  don't  go  diggin'  in  you  like  some  of  those 
doctors  do." 

Wilbon  smiles.  Satisfied,  he  retrieves  a  digital  thermometer  from  his  pants 
pocket  and  checks  his  own  temperature. 

"Heeeeeeey,  doc,  how  you  doin'?"  Wilbon  sings  out  when  the  doctor  finally 
arrives . 
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Dr.  Guerino  Longano  answers  with  a  grunt  as  he  passes  through. 

After  a  few  minutes,  the  woman  who  took  Wilbon's  card  escorts  him  to  a  tiny 
room  hardly  big  enough  for  the  chair.  Usually  he  views  being  pricked  by  a  need 
or  urinating  in  a  cup  a  small  inconvenience  if  it  helps  him  get  what  he  wants. 
Today,  though,  the  wait  has  irritated  him,  and  he  just  doesn't  want  to  get 
stuck. 

"But  I  just  gave  you  blood  last  time,"  he  protests.  A  lie. 

"That's  funny,"  she  says,  searching  his  chart.  "I  have  no  record  of  It,  but 
I'll  go  call  the  lab." 

Once  she  leaves,  Wllbon  begins  pulling  out  cabinet  drawers,  peeking  inside 
for  anything  he  might  want.  But  like  many  of  the  places  he  visits,  there  isn't 
much  around.  No  bandages.  No  swabs.  Not  even  a  tongue  depressor  or  a  ball  of 
cotton. 

"WAL-TER!" 

Though  the  summons  has  come  with  urgency,  Wllbon  takes  a  moment  to  adjust  h: 

hat. 

"How  you  doin'  today,  doc?"  Wilbon  asks  politely.  He  ambles  in  front  of  the 
doctor's  desk  and  sits  in  a  chair. 

The  doctor  doesn't  acknowledge  him  or  even  look  up.  Instead,  he  opens  his 
desk  drawer  and  brings  out  a  prescription  pad. 

"No  Zantac!  No  Tagamet!"  Dr.  Longano  bellows. 

Wilbon  is  caught  off  guard.  He  hadn't  even  asked  for  the  stomach  medicines. 
But  he  recovers  fast. 

"Yeah,  but  doc,  I  take  it  for  my  stomach  when  it  pains." 

"No  Zantac.  No." 

"Hey,  doctor,  my  ears  been  popping,"  Wilbon  says,  deftly  changing  the 
subject.  He  bends  down  and  sticks  his  index  fingers  in  his  ears,  wiggling  them 
around  as  he  talks. 

"That's  wax,"  the  doctor  says.  "You  have  to  go  to  hospital,  that's  wax." 

Wllbon  wasn't  expecting  directions  to  a  hospital.  His  head  snaps  up. 

"Huh?"  he  asks. 

"Wax!  That's  wax!"  the  doctor  says,  his  voice  louder.  "Hospital.  They  will 
wash  them  out." 

"Yea,  but  doc!  I  wash  them  out  all  the  time.  I  like  hold  my  head  under  the 
faucet  and  let  the  water  go  inside  my  ears.  I  wash  it,  but  it  don't  do  no  good. 

"You  have  to  go  to  hospital!" 

"Well,  but,  doc-I'm  not  crazy  about  goin'  to  no  hospital.  Isn't  there  an 
antibiotic  that  you  can  give  me  that  would  take  care  of  it  and  clean  the 
infection  out?" 

"NO!"  Dr.  Longano  yells.  Then  he  picks  up  his  pen. 

Wordlessly,  the  doctor  writes  prescriptions.  When  he's  finished,  he  rips  of: 
both  sheets  and  gives  the  top  one  a  contemptuous  push. 

"Take  it  up  front,"  he  barks. 

Wllbon  studies  it  carefully. 

"Excuse  me,  ah,  the  Zantacs?"  Wilbon  asks. 

"No  Zantac.  You  take  enough  Zantac,"  says  Dr.  Longano.  "Maalox!" 

"Maalox?"  Wllbon  asks,  arms  wide  open,  an  incredulous  look  on  his  face. 

"Yeah,"  Dr.  Longano  says.  "Take  it  up  front." 

"But  I  need  my  medicine,"  Wilbon  says,  his  voice  rising,  his  body  moving 
closer  to  the  doctor. 

Now  he's  loud.  Getting  pushy,  too. 
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■'I  don't  even  know  if  you  are  diabetic,"  says  Dr.  Lonqano,  his  words  cominc 
quickly,  his  face  burning  red.  "You  can't  have  the  same  medicines  for  years  ar 
years  and  years  without  the  test." 

"I've  TAKEN  the  test." 

"And  asthma.  I  don't  even  know  if  you  are  asthmatic." 

"Yeah,  I  got  asthma.  I  NEED  the  spray." 

Dr.  Longano  waves  toward  the  door.  "OK,  now  you  gotta  go  to  the  pharmacy." 
But  Wilbon  is  holding  the  prescription  sheet  close  to  the  doctor's  face. 

"Oh,  me,"  the  doctor  says,  looking  up  at  Wilbon.  "You  don't  need  all  that 
stuff,"  he  yells.  "You  don't  need  ANYTHING." 

"I  don't  need  anything?" 

"Nothing,  you  don't  need." 

"My  blood  pressure  is  180  over-" 

"Yeah,  you  got  blood  pressure  pills.  You  gotta  go  to  hospital  and  take  a  te 
and  bring  me  a  report  about  your  sugar,  OK?  And  your  asthma,  too." 

The  loud  voices  stop  for  a  moment.  The  room  is  quiet.  Then  comes  a  small, 
cunning  whisper. 

"Couldn't  I  get  some....?" 

"AGHH!"  The  doctor  cuts  him  off,  hands  waving.  "Go.  GO!" 

"Doc!"  Wilbon  says  softly,  acting  offended.  "I'm  a  sick  man.  You're  gonna 
make  my  blood  pressure  go  up,"  he  warns.  Then  he  touches  the  corner  of  his 
medical  chart.  "You  want  me  to  take  this  out?" 

"NO!"  Dr.  Longano  yells.  He  yanks  at  his  drawer  and  paws  around  for  a 
cigarette.  "Leave  it!  Go!  GO!" 

Wilbon  walks  a  few  steps  to  the  pharmacy  window.  It  dawns  on  him  suddenly: 
The  doctor  forgot  to  give  him  his  prescription  for  needles,  which  was  on  the 
second  sheet. 

Dr.  Longano  has  settled  back  comfortably  with  his  newspaper  when  Wilbon 
reappears.  He  looks  up  with  a  start. 

"You  didn't  give  it  to  me,"  Wilbon  says,  asking  for  the  second  sheet. 

"I  gave  you  two  prescriptions." 

"I  didn't  get  but  one." 

Muttering,  the  doctor  frantically  searches  his  desktop,  under  the  newspape 
in  the  top  drawer,  under  the  desk.  'I  gave  you.  I  GAVE  you  extra  one-OH!"  He 
It  in  his  hand. 

Wilbon  takes  it. 

"See  now,"  Wilbon  says,  leaning  up  against  the  door  frame.  "You  thought  I 
lying.  Didn't  ya?" 

"Well,"  the  doctor  says,  staring  at  his  newspaper.  "I  dunno.  I  thought  I  g 
you.  " 

"I  accept  your  apology,"  Wilbon  says,  staring.  "OK?" 

"OK,"  says  the  doctor. 

Wilbon  laughs  all  the  way  out  the  door. 

The  whole  thing  took  about  7  minutes. 

Dr.  Longano  diagnosed  Wilbon  with  asthma.  He  billed  $40,  but  the  state  pai. 
$17.10,  the  going  Medicaid  rate  that  year. 

He  prescribed  $160.93  in  medicines.  Wilbon  didn't  get  his  Zantac,  but  besic 
100  syringes,  he  scored  two  vials  of  insulin,  an  asthma  inhaler  and  Procardia 
XL,  a  blood  pressure  medication. 

Out  on  the  sidewalk,  Wilbon  peers  into  his  sack. 

"Damn,"  he  says.  "The  doctor  gave  me  all  this  but  he  didn't  give  ma  the  one 
thing  I  really  needed,  medicine  for  my  ears." 

Walter  Wilbon  came  by  hustling  honestly,  in  his  view. 

"My  mother  was  a  prostitute,  a  dope  fiend,  and  also,  one  of  the  best 
shoplifters  I  ever  met." 
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He  says  he's  father  to  six  children.  Sixteen  grandklds .  "Had  one  wife," 
Wilbon  says,  pausing.  "Well,  OK,  two." 

When  he  was  younger,  Wilbon  brandished  a  gun  to  put  money  in  his  pocket.   1 
he  wasn't  that  good.  "It's  when  I  get  frantic  for  money  that  I  do  something 
stupid  and  get  caught." 

Paroled  in  1990  after  serving  half  a  10-year  prison  term  for  attempted 
robbery  and  burglary,  Wilbon  retired  the  pistol  and  began  reaching  for  his 
Medicaid  card  Instead. 

"I  haven't  found  anything  as  good  as  this.  Every  day  is  a  challenge.  Every 
day .  " 

On  a  good  day,  Wilbon  says  he  can  make  close  to  $100. 

He  laughs  as  he  tells  how  he  conned  the  system  into  classifying  him  disable 
by  claiming  he  was  arthritic  and  had  mental  problems.  It  more  than  doubled  his 
monthly  aid  check  to  $465. 

"Messin'  with  these  doctors  is  a  con  game,"  Wilbon  explains.  "You  con  them 
into  thinking  you  need  the  medicine.  This  is  a  con  of  the  mind." 

He's  the  traveling  drug  man,  a  lanky  figure  with  his  plastic  bag  full  of 
medicines  slung  over  his  right  shoulder  and  his  trademark  earring,  a 
robin' s-egg-blue  cross,  in  his  left  ear.  He's  known  throughout  his  bleak  South 
Side  community.  Ask  Walter.  If  he  doesn't  have  it,  he'll  see  what  he  can  do. 

He  makes  his  rounds,  delivering  orders  to  customers,  checking  if  store  owner 
want  anything  for  resale,  knocking  on  doors  to  collect  what  he's  owed.   Bad 
debts  are  subjected  to  his  personal  collection  agency-his  wife. 

"Hey,  you  with  your  cracker jack  ass  and  your  no  prize-winning  face..."  Peopl 
know  she  means  business.  She  is  scarred  by  knife  wounds  from  a  conversation 
about  owed  money  that  got  serious  when  she  grabbed  for  the  man's  wallet.  Reglna 
Ford.  Wilbon  calls  her  Mean  Jean. 

He  deals,  too,  in  other  peoples'  medicines.  I f  he  thinks  he  can  turn  a 
profit,  he'll  buy  the  proceeds  of  another  Medicaid  card. 

Flagged  down  in  the  middle  of  61st  Street  one  afternoon,  he  did  business  ove 
the  trunk  of  a  parked  car. 

He  peeled  dollar  bills  out  of  his  pocket  and  bought  two  tubes  of  Monistat  7 
cream  (to  treat  vaginal  yeast  infection)  for  $2  each.  An  asthma  inhaler  for  $1. 
Ha  was  careful  to  check  that  the  tubes  had  not  been  squeezed  and  shook  the 
inhaler.  "You  can  get  tricked,"  he  noted. 

Some  customers  really  need  expensive  medicines  but  can't  afford  drugstore 
prices  and  don't  qualify  for  Medicaid.  Others?  Well,  the  medicine  eases  the 
misery.  Feeds  an  addiction.  Takes  the  edge  off  life's  pain. 

There's  a  market  for  just  about  anything  he  can  get. 

"You  got  to  know  what  to  ask  for,"  Wilbon  explains. 

"Humulln  insulin,  it's  got  to  be  Lilly.  The  R  is  from  the  human  pancreas,  th 

N  Is  from  the  animal,  pork  and  beef.  Procardia,  it  can't  just  be  Procardia.  See 

here,"  he  says,  pulling  out  a  bottle  and  pointing  to  the  label.  "It's  got  to  be 
Procardia  XL." 

His  customers  are  picky  about  accepting  what  he  calls  the  "gerenetics , " 
having  come  to  trust  only  pills  of  a  familiar  color  and  suspicious  if  a  medicln 
is  not  name  brand.  "The  gerenetlc  stuff  for  Maalox,  I'm  lucky  to  get  $1  or  $2. 
Sometimes,  I  can  trick  people  into  buying  it  for  $3. 

"Zantacs,  if  you  can  get  60  of  the  150s,  you  in  business.  If  It's  the  3008, 
you  need  30,  because  you  take  one  a  day.  Glaxo  makes  those."  Heavy  drinkers  Ilk 
their  Zantac  because  it  soothes  the  stomach. 

If  the  package  has  a  price  tag,  he  often  leaves  it  attached.  "It  helps  me  be 
appreciated,"  explains  Wilbon,  "when  people  see  the  price  I  help  them  beat." 

Asthma  inhalers  that  can  retail  for  about  $20  go  for  up  to  $3.  Asthmatics  a; 
addicts  want  them.  A  puff  can  put  a  buzz  on  the  drag  o£  a  cigarette  or  loosen  i 
bronchial  tubes  so  more  cocaine  can  be  smoked. 

For  Prozac,  a  powerful  antidepressant,  he  can  get  S3  a  pill.  Antibiotics 
always  move  quickly.  Customers  clamor  for  Elavil,  another  antidepressant  that 
eases  the  agitation  coming  off  a  cocaine  high.  Condoms  bring  $1  a  dozen,  but 
sometimes  he  just  gives  them  away. 

Syringes  are  Wilbon' s  sweet  spot.  Big  business  in  his  line  of  work. 
Dispensed  complete  with  needle,  Wilbon  has,  on  several  occasions,  managed  to 
cash  in  prescriptions  for  more  than  200  syringes  in  one  day. 
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"OK,  you  got  your  choosy  dope  fiends  and  your  dope  fiends  that  got  to  have  . 
right  now.  I  seil  BD  syringes  on  the  South  Side,  we  caii  them  'white  tops."  The 
coma  ail  together  in  one  big  plastic  bag. 

"On  the  West  Side,  they  want  Terumo.  They's  individually  wrapped.  Though  I 
mostly  go  after  the  BDs ,  I  kind  of  go  along  with  the  way  they  do  it  on  the  West 
Side.  You  know  they's  new. 

"The  guy  I  just  sold  them  to,  I  gave  up  60  syringes  for  $20.  If  they're  not 
cool  with  me,"  Wilbon  says,  "I  charge  them  $1  apiece.  ' 

Scoring  syringes  intended  for  diabetics-even  with  a  medical  history  of  good 
blood  sugar  readings-is  not  that  hard. 

"Maybe  you  don't  have  diabetes,"  says  Dr.  Wesley  Tabayoyong,  his  eyes 
narrowing  as  he  peers  at  Wilbon,  who  had  been  to  this  doctor  several  times 
before. 

"I  do  have  it.  You  said  I  had  it.  You  take  my  blood  every  time  I  come  in." 

"Normal!"  the  doctor  said,  wagging  an  index  finger.  "All  the  time,  normal. 
Maybe  no  diabetes  !  " 

Wilbon  sounds  a  little  frantic.  "I  know  it  wasn't  normal  last  time." 

Dr.  Tabayoyong  flips  through  his  patient's  chart.  Not  normal,  but  not 
necessarily  high.  "One  hundred  sixteen!"  he  says  sternly.  "That's  not  very  high 
If  diabetes,  means  over  160." 

Wilbon  gets  a  dark  look  about  him  as  the  doctor  waves  him  out  of  his  office 
for  his  blood  test.  But  the  situation  brightened  as  he  rolled  up  his  sleeve. 

He  could  hear  Dr.  Tabayoyong  phoning  his  prescription  straight  to  the 
pharmacy  down  the  street. 

He  ordered  several  items,  including  insulin  and  100  syringes. 

Diagnosed  Wilbon  as  diabetic,  too. 

Whenever  he  needs  pocket  money,  Wilbon  makes  sure  to  go  to  a  doctor  he 
figures  will  provide  him  with  syringes  he  can  move  quickly. 

"Ah.  She's  here,"  says  wiibon,  when  he  notices  the  shiny  red  BMW  with  the 
vanity  license  plate.  Twice  he's  come  looking.  Finally,  Dr.  Bhavana  Vaidya  is 
in. 

"I'm  about  a  week  too  soon,"  Wilbon  says  as  he  crosses  79th  Street  to  her 
office.  He  spaces  his  visits  carefully,  usually  about  a  month  apart.  "So  what 
got  to  do  is  talk  her  into  letting  me  get  my  medicine,  like  I'm  frantic." 

"You're  early,  Wilbon,"  says  Dr.  Vaidya,  eyeing  him  as  she  looks  up  from  hi; 
chart. 

"Well,  doc,  you  see  I'm  sorry  I  had  to  come  back  so  soon  but  me  and  the 
family  are  going  to  go  to  Cleveland  for  five  weeks,  and  I  want  to  make  sure  to 
take  care  of  myself  and  see  that  my  medicine  don't  run  out." 

He  got  everything  he  wanted  including  60  BD  syringes.  "The  ultimate  in 
injection  comfort,"  the  package  boasts. 

Late  that  night,  Wilbon  went  to  sell  those  syringes  in  a  desolate  cluster  o: 
vacant  lots  and  burned-out  buildings  at  58th  Street  and  Prairie  Avenue  he  call: 
the  "dope  store." 

Unless  Wilbon  can  find  a  pharmacist  to  fill  it,  a  prescription  is  only  a 
piece  of  paper  and  he  has  nothing  to  sell. 

"I'm  not  blind!"  Wilbon  yells,  jabbing  his  finger  at  the  big  box  of  BD 
syringes  on  the  pharmacy  shelf.  He  is  causing  quite  a  commotion  in  the  Osco  Drv 
at  11414  S.  Halsted  St.  But  it  won't  do  any  good. 

"Buzzard's  luclc,"  he  grouses,  head  down,  walking  out. 

But  his  mood  picks  up  considerably  when  he  takes  inventory  of  what  he  got. 
The  pharmacist  refused  to  fill  Dr.  C.W.  Chen's  order  for  100  syringes,  but  did 
give  him  eight  vials  of  insulin  and  Ansaid,  an  anti-inflammatory. 

Dumping  it  into  his  bag  with  the  rest  of  his  medicines,  the  plastic  handles 
stretch  tight,  wilbon  bobs  it  up  and  down. 

"I  think  I  need  a  bigger  bag." 

Though  he  prides  himself  as  a  pretty  good  study  of  doctor's  habits,  he  finds 
pharmacists  aren't  such  a  predictable  bunch. 
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"Awwwww,"  WHbon  said  one  day  as  he  peered  into  the  bag  a  pharmacist  handed 
him.  "They  took  away  my  cough  syrup,  and  hurt  my  feelings,  too." 

"I  get  flusterated,"  Wilbon  says,  "but  I  look  at  it  like  this:  What  I  can 
get,  I'll  get.  When  I  can't,  I'll  just  go  someplace  else." 

Wilbon  always  looks  for  new  doctors,  but  there  are  risks. 

"You  can't  write  on  my  card  like  thisl"  Wilbon  shrieked.  He  was  visiting  the 
clinic  at  4329  W.  Madison  St.,  and  Dr.  Luisito  Evangelista  had  done  the 
unthinkable:  He  wrote  his  name  and  the  date  on  Wilbon's  card  in  ink.  It's 
evidence  that  he  visited  a  doctor  and  a  reason  for  the  next  one  to  turn  him 
away. 

"Why'd  you  write  on  my  card  like  this?"  Wilbon  demanded. 

"Because  I  saw  you  today,"  the  doctor  replied.  "Now  you  don't  go  where  you 
don't  need  to  go." 

Voices  rose  in  the  waiting  room.  Fingers  pointed.  Wilbon  was  shouting,  and 
the  doctor  was  too. 

Then,  all  of  a  sudden.  Dr.  Evangelista  reached  out  and  whacked  Wilbon's  hana 
then  ran  toward  the  back  of  the  clinic  and  slammed  the  door. 

"Get  out  of  here!"  he  screamed.  "You're  lucky  I  even  saw  you!" 

The  card  was  flxable.  Wilbon  wet  the  tip  of  a  pencil  eraser  and  scrubbed  at 
the  ink  marks  carefully,  so  the  card  wouldn't  tear. 

For  Wilbon,  though,  there's  another  risk.  There's  always  a  chance  the  doctor 
will  actually  want  to  do  an  exam. 

The  day  he  wandered  into  Dr.  Edilberto  Nepomuceno's  office  at  1832  E.  87th 
St.,  and  got  a  look  at  the  doctor,  Wilbon  became  a  happy  man. 

Dr.  Nepomuceno  held  an  enormous  magnifying  glass  close  to  his  eyes  to  read  a 
paper  just  inches  from  his  face.  Wilbon  gleefully  rubbed  his  hands. 

As  it  turned  out,  however.  Dr.  Nepomuceno  was  very  thorough.  In  the  examinin 
room,  he  asked  his  new  patient  to  remove  his  shirt  and  then  drop  his  pants  as  h 
proceeded  with  a  physical  exam,  including  proctology. 

Like  little  kids  with  their  stockings  on  Christmas  morning,  Wilbon  and  Ford 
sort  through  bags  of  medicine  and  peel  off  prescription  labels,  preparing  to 
meet  a  fence. 

They  need  money  to  buy  food  for  a  family  gathering,  so  Wilbon  has  brought 
along  the  extra  medicine  he  holds  back  for  hard  times. 

One  bag  topples,  and  boxes  of  asthma  inhalers  tumble  over  Ford's  feet. 

"We  got  inhalers  all  over  the  place,"  Ford  laughs,  raking  them  into  a  pile 
with  her  fingers. 

Labels  with  his  name  on  are  not  removed  until  just  before  Wilbon  tries  to 
sell  the  medicine. 

He  carefully  applies  a  fingernail  to  the  corner  of  a  stubborn  label.  "If  the 
fence  gets  busted,  I  don't  want  this  following  me  around." 

A  crumpled  box  or  a  tear  in  the  package  often  means  a  fence  won't  buy  the 
medicine.  Wilbon  says  that's  because  his  fences  often  work  as  middlemen  selling 
items  back  to  pharmacies. 

It's  called  diversion,  a  crime  that  throughout  the  country  has  become  so  rauc; 
a  part  of  Medicaid  that  the  Drug  Enforcement  Agency  recently  estimated  that 
36.5  million  Medicaid  prescriptions  were  abused  in  this  fashion  nationally  in 
1989,  costing  taxpayers  $8.7  billion. 

But  the  diversion  that  Wilbon  thinks  about  most  is  the  cash  he  wants  to 
divert  from  the  fence's  pocket  to  his. 

A  month  earlier,  Wilbon,  carrying  a  bag  with  six  different  medicines,  met  h 
fence  in  a  parking  lot  in  the  shadow  of  the  Chicago  Stadium.  Wilbon  left  the 
man's  car  smiling,  saying  he  was  $55  richer  and  a  happy  man. 

But  just  two  days  ago,  he  got  burned. 

"He's  a  JERK!"  Wilbon  had  yelled  about  his  attempt  to  do  business.  "I  feel 
like  putting  a  pistol  in  his  face  and  I  haven't  put  a  pistol  in  somebody's  fac 
for  years . " 

He  said  the  fence  looked  interested,  then  offered  him  only  $5  for  what  was 
easily  worth  $35. 
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"He  took  too  long.  Another  thing,  lie  too  choosy." 

Also,  there  was  heat. 

A  federal  sting  operation  had  unfolded  just  two  hours  earlier  and  by  the  tl 
Wilbon  left  the  fence  that  day,  he  knew  all  about  it,  including  some  of  the 
Chicago  pharmacists  who  were  targets. 

Called  Operation  Goldpill,  it  was  orchestrated  by  the  U.S.  Department  of 
Justice  to  begin  a  crackdown  on  the  illegal  sale  of  prescription  drugs  in  50 
cities  across  the  country. 

Now  Wilbon  was  testing  if  the  temperature  had  changed. 

But  this  meeting  was  only  a  little  better. 

"Uh-oh,"  said  Ford,  watching.  "I  know  he's  mad  when  he  walks  real  fast  with 
his  head  down." 

"He  say  nothin'  else  till  Monday,"  Wilbon  reported.  "He  did  take  my  Zantac, 
that  was  $15.  He  took  six  insulins,  but  he  miscounted  and  cheated  me  out  of  $2 
I  told  him  to  hold  out  $150  for  me  Monday,"  he  said,  rubbing  his  forehead. 

"Man.  That  means  tomorrow  I  got  to  work." 

Eleven  days  later,  work  became  more  of  a  challenge  for  Walter  Wilbon:  The 
state  restricted  his  card. 

"I'm  not  me,"  Wilbon  says,  matter  of  factly. 

He's  Thomas  Hicks,  recipient  (no.)  071709846. 

Sometimes  he  p4«ys  $5  to  $10  to  borrow  a  friend's  Medicaid  Card,  but  he's 
pretty  good  at  finding  one,  for  free.  "You  just  go  to  the  currency  exchange  an 
go  through  the  garbage  can  and  usually  you  can  come  up  with  one  that  has  a  few 
days  left." 

"Mr.  Hicks?'  the  receptionist  calls  out.  "Mr.  Hicks?" 

For  a  moment,  he  forgot  he  was  someone  else. 

"Mr.  Hicks,  I  can't  find  your  record  anywnere  but  I  know  you've  seen  the 
doctor  here  because  I  do  know  your  face." 

When  Wilbon  isn't  Walter,  he  doesn't  visit  new  doctors.  They  might  ask  for  a 
photo  ID.  So  he  tries  to  select  from  his  usuals,  ones  who  might  vaguely 
recognize  him,  but  not  by  name. 

The  receptionist  searched  the  files  for  several  minutes.  Puzzled,  she  walked 
back  to  the  counter.  "I  remember  you,"  she  says,  "because  you  stuck  your  own 
self  for  the  blood  test  last  time.  I  don't  know  what  happened  to  your  chart." 

So  a  new  chart  was  started  for  Thomas  Hicks. 

Whether  Dr.  Audley  Connor  recognized  his  patient  was  difficult  to  figure.  H. 
barely  looked  up.  He  listened  to  Wilbon's  chest.  Noted  his  blood  pressure. 
Listened  to  his  complaints.  He  prescribed  an  asthma  inhaler,  Ibuprofen,  insulin 
and  syringes. 

Wilbon  got  the  prescription  filled  twice. 

He  has  schooled  himself  in  the  art  of  prescription  writing,  having  learned 
all  the  doctor  symbols  for  once  a  day,  twice  a  day,  a  pill  before  bed. 

If  he  needs  to,  he  consults  his  ambitious  collection  of  doctors'  personal 
identification  numbers  issued  by  the  Drug  Enforcement  Administration,  which  he 
keeps  in  his  wallet.  Pharmacists  often  look  for  those  numbers  as  a  measure  of 
authenticity. 

After  seeing  Dr.  Connor,  Wilbon  sat  down  in  the  doctor's  own  waiting  room  anc 
carefully  listed  the  prescription  items  in  order  on  a  piece  of  paper.  He  studie< 
Dr.  Connor's  signature,  then  practiced  it  only  twice  before  he  was  satisfied. 

Wilbon  filled  the  real  prescription  in  the  pharmacy  upstairs  from  the  clinic 
Reaching  into  his  medicine  bag,  he  came  out  with  a  blank  prescription  sheet  he 
had  stolen.  He  copied  Connor's  prescription,  wrote  his  name,  then  went  to  the 
Osco  Drug  at  7530  S.  Stony  Island  Ave.,  where  it  was  filled,  no  questions  asked 

"Thank  you  for  waiting,"  pharmacist  Bob  Thurn  said  as  he  handed  over  the 
medicines. 

A  few  weeks  later,  Thurn  was  waving  a  bundle  two- inches  thick  of  prescrlpton 
sheets  he  keeps  in  a  drawer.  "Forgeries,"  he  said. 
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The  Thomas  Hicks  prescription  sheet  was  not  among  them.  Thurn  hunted  that  om 
up  and  studied  it  for  about  20  seconds. 

"There's  nothing  here  that  would  make  it  suspicious,"  he  said. 

No  matter  who  he  is  on  any  particular  day,  one  of  Wilbon's  favorite  stops  is 
Dr.  Dong  Yoon. 

Yoon,  who  commutes  to  his  office  at  7845  S.  Cottage  Grove  Ave.  from  Sandwic: 
111.,  prescribes  a  lot  of  medicines  to  ]ust  about  ail  his  patients. 

There  is  no  receptionist  or  nurse  or  lab  technician.  Just  Dr.  Yoon,  who  too 
Thomas  Hicks'  card  from  Walter  Wilbon,  even  though  he  had  treated  Wilbon  as 
himself  just  a  few  weeks  before. 

As  Thomas  Hicks,  Wilbon  says  he  got  prescriptions  for  just  about  everything 
he  wanted-except  syringes . 

So  he  went  to  work  on  that. 

Wilbon  wrote  out  another  copy  and  tacked  on  an  extra  item:  100  BD  syringes. 
Both  prescriptions  were  filled. 

When  the  state  restricted  Walter  Wilbon  to  one  doctor,  it  was  Dr.  F.  Edgar 
Maandig,  whom  he  had  come  to  depend  on  for  a  long  list  of  prescription  drugs  ai 
least  once  a  month. 

Dr.  Maandig  bristled  as  he  took  the  papers  from  Wilbon  that  notified  him  of 
the  restriction.  He  threw  them  angrily  on  top  of  his  desk. 

"Walter,"  he  said  sternly,  "have  you  been  going  to  other  doctors?" 

"I  ain't  been  going  to  no  other  doctors.  Doc,  you  been  my  doctor  for  years.' 

Exhaling,  the  doctor  took  a  seat  and  began  his  examination.  Wilbon  said  he 
had  money  problems,  wife  problems,  bad  nerves. 

"You  think  you  feel  better  with  help  from  medicine?" 

"Well,  doc,"  Wilbon  told  him,  "I  think  I'd  feel  better  with  anything  you'd 
give  me." 

Indeed.  Wilbon  stopped  at  the  pharmacy  on  his  way  out,  and  left  carrying  a 
bag  with  nine  items  worth  $160.03. 

It  was  a  good  deal,  that  restriction.  Eventually,  though,  the  state  decided 
that  Wilbon  was  getting  too  much  medicine  from  Dr.  Maandig  and  reassigned  him  \ 
another  doctor. 

The  choice? 

Dr.  Dong  Yoon. 

GRAPHIC:  PHOTOS  6  GRAPHICS  2 

PHOTO  (color):  Champion  shopper  Walter  Wilbon  walks  away  with  a  sack  of  drugs. 

Tribune  photo  by  Ovie  Carter. 

PHOTO:  At  home  on  the  streets  and  well  known  in  his  neighborhood,  Walter 
Wilbon  checks  out  the  territory  before  going  on  to  the  next  business 
opportunity.  For  him,  the  business  of  working  the  Medicaid  system  is  a 
full-time  job.  Tribune  photo  by  Ovie  Carter. 

PHOTO:  One  clinic  doctor  at  4329  W.  Madison  St.  signed  Wilbon's  Medicaid  card, 
which  Wilbon  later  erased  to  ensure  his  continued  medical  consultations. 
Tribune  photo  by  Eduardo  Contreras. 

PHOTO:  Walter  Wilbon  and  Regina  Ford  cruise  their  South  Side  neighborhood  on  a 
busy  day.  Wilbon  carries  his  usual  full  bag  of  goods,  mainly  medicines. 
Tribune  photo  by  Ovie  Carter. 

PHOTO:  A  bag  of  prescription  items  in  his  hand,  Wilbon  leaves  one  of  his 
regular  stops  on  his  clinic  rounds.   Tribune  photo  by  Eduardo  Contreras. 

PHOTO:  Wilbon  leaves  an  Osco  Drug  with  another  bag  of  medical  items  that  he 
got  by  prescription  at  the  pharmacy.  Tribune  photo  by  Ovie  Carter. 

GRAPHIC:  Traveling  medicine  show. 

The  street  demand  for  prescription  items  and  drugs  varies.  Some  are  wanted  for 

their  psychological  or  physical  effects,  others  can  have  substantial  resale 

value  and  many  are  sought  by  those  who  are  not  eligible  for  Medicaid  but  are 

too  poor  to  afford  them. 

See  microfilm  for  complete  graphic. 
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GRAPHIC:  Working  tha  system  as  a  full-time  job. 

Walter  Wilbon  is  a  master  of  the  Medicaid  card  who  made  426  doctor  visits  and 

collected  3,336  prescription  items  in  fiscal  1991,  racking  up  a  bill  of 

$101,442.  Taxpayers  covered  the  bill,  wtlbon  made  it  a  full-time  job  to  visit 

doctors  and  complain  of  illnesses,  gathering  prescription  items  as  ha  went. 

Source:  Tribune  analysis  of  data  from  the  Illinois  Department  of  Public  Aid. 

Chicago  Tribune. 

See  microfilm  for  complete  graphic. 
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BODY: 

It  doesn't  always  take  years  for  the  Medicaid  system  to  get  rid  of  bad 
doctors.  It  only  seems  that  way.  And  for  a  policing  agency  that  monitors  24,000 
doctors  and  has  to  do  it  with  the  kind  of  haphazard  records  Medicaid  keeps,  it 
is  almost  impossible. 

Disciplinary  hearings  can  drag  on  for  years  before  "termination."  And 
"termination"  is  hardly  as  permanent  as  it  sounds.  A  suspended  doctor  must  wait 
only  a  year  before  applying  for  reinstatement. 

For  every  doctor  caught  not  following  approved  medical  practices.  Tribune 
reporters  found  others  who  escaped  with  a  simple  reprimand  for  doing  the  same 
things.  And  many  more  were  never  caught  at  all. 

Medicaid's  biggest  weapon  is  its  checkbook.  Withholding  payment  from  rules 
violators  makes  a  point. 

But  if  the  case  goes  on  long  enough,  Medicaid  pays  anyway.  One  doctor 
collected  $837,000  during  the  five  years  his  case  dragged  on  before  he  finally 
was  barred. 

y  REVOLVING  DOOR  DISCIPLINE 

SUSPENDED  DOCTORS  OFTEN  CAN  RETURN  TO  THE  PROGRAM 

yBlll  Ippolito  removes  his  reading  glasses  and  places  them  on  a  stack  of 
files,  each  a  different  episode  in  a  never-ending  story  about  bad  medicine. 

"We  had  one  doctor  in  here  who  didn't  know  the  difference  between  the 
diastolic  and  the  systolic  in  a  blood  pressure  reading,"  Ippolito  says, 
referring  to  the  distinction  in  the  upper  and  lower  numbers.  He  laughs.  "I  mean 
it's  basic." 

From  a  two-story  outpost  in  Springfield,  Ippolito  and  a  small  group  of  state 
investigators  traverse  the  vast  and  problematic  landscape  of  Medicaid  medicine 
through  computer  reports,  financial  spreadsheets,  patient  records  and  hearing 
transcripts. 

His  view  of  Medicaid  is  much  different  from  that  of  the  bureaucrats  who  work 
to  persuade  doctors  to  enroll  and  stay  in  the  program. 

"I'd  like  to  terminate  all  of  them,"  Ippolito  says. 

His  uncompromising  attitude  is  understandable.  The  burden  of  safeguarding  th 
interest  of  the  patient  and  the  taxpayer  falls  squarely  on  the  state's  Bureau  c 
Medical  Quality  Assurance,  where  Ippolito  is  an  assistant  chief. 

Tha  goal  is  simple:  Get  rid  of  bad  doctors  and  protect  the  public  funds. 
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But  the  state's  best  efforts  to  police  the  Medicaid  program  are  riddled  by 
inconsistency  and  delay,  hobbled  by  chronic  staff  shortages  and  swamped  by  the 
sheer  volume  of  billing  records  that  multiply  each  time  a  doctor  treats  a 
patient  with  a  Medicaid  card. 

The  tiny  bureau-fewer  than  100  people-sits  20  blocks  away  from  the  two 
hulking  structures  that  house  most  of  the  rest  of  the  bureaucracy  of  the 
Illinois  Department  of  Public  Aid. 

Its  physical  isolation  symbolizes  the  way  much  of  the  Medicaid 
community-doctors,  pharmacists,  even  Public  Aid  bureaucrats -views  what  this 
bureau  does . 

"Sometimes  I  feel  like  I'm  the  bad  boy  locked  in  the  closet,"  Ippolito  says. 
"Nobody  really  likes  us." 

Investigating  a  doctor  begins  with  computer  sleuthing  based  on  the  numbers 
that  define  a  physician's  practice.  Then  it  can  veer  down  several  different 
paths  to  state  investigators,  auditors,  private  doctors  hired  as  consultants, 
nurses,  formal  fact-finding  hearings  and,  occasionally,  the  Illinois  State 
Police. 

Chances  are,  if  the  bureau  flags  a  Medicaid  doctor  for  questionable  medical 
practices,  the  physician  will  lose  the  ability  to  collect  Medicaid 
reimbursements,  at  least  for  a  while. 

Over  the  last  four  years,  the  state  has  taken  action  to  terminate  114  doctor 
from  Medicaid.  Only  16  times  have  doctors  emerged  unscathed. 

That  is  not  surprising,  considering  what  the  bureau  routinely  finds. 

The  Tribune  examined  virtually  every  notice  of  termination  sent  to  Medicaid 
physicians  from  1986  through  1992,  more  than  7,000  pages  of  transcripts,  medlca 
reports,  patient  files,  financial  profiles,  drug  records  and  internal  Medicaid 
memoranda  and  rulings. 

Investigators  found  that  doctors  failed  to  follow  the  most  basic  rules  of 
medical  practice:  They  did  not  take  patient  histories,  write  progress  notes  in 
medical  charts,  take  vital  signs,  record  the  developmental  growth  of  children, 
perform  Pap  smears,  record  blood  pressure  and  temperature  readings,  order 
laboratory  tests,  follow  up  on  questionable  test  results  or  monitor  a  patient's 
use  of  routinely  prescribed  drugs. 

Nearly  all  the  physicians  targeted  had  one  thing  in  common:  They  improperly 
prescribed  addictive,  abusable  and  antidepressant  drugs. 

At  the  office  of  Dr.  Juvenal  Argaez  at  1505  W.  Howard  St.,  investigators 
found  that  instead  of  listing  height,  weight,  blood  pressure,  pulse  and 
temperature  readings  separately,  the  doctor  simply  wrote  "normal"  on  the  medic^ 
charts.  Dr.  Argaez  withdrew  from  Medicaid. 

So  did  Dr.  Ashok  Kacker,  after  he  was  accused  of  overprescribing  to  patients 
including  a  woman  who  complained  of  pain  after  a  fall  and  received  eight 
different  drugs.  Dr.  Kacker,  who  owned  the  pharmacy  at  his  clinic  at  2413  S. 
State  St.,  eventually  moved  to  California. 

After  diagnosing  a  patient  with  chronic  alcoholism.  Dr.  Gloria  Flores,  an 
Uptown  physician,  prescribed  codeine-based  painkillers  and  sedatives  49 
different  times.  She  was  terminated. 

Dr.  Ludmilla  Slutsky,  a  North  Side  physician,  said  during  her  hearing  on 
charges  of  providing  poor  medical  care  that  she  could  tell  what  was  wrong  with 
her  patients  just  by  looking  at  them.  She  was  terminated,  too. 

Dr.  Chang  Geun  Kang  negotiated  a  six-month  withdrawal  from  the  progreun  aftet 
Medicaid  decided  it  could  not  terminate  him  for  "a  lack  of  medical  knowledge" 
because  it  was  not  a  permissible  basis  under  state  statute. 

Dr.  Gil  Rich,  who  practiced  at  5501  S.  Halsted  St.,  didn't  fight  charges  the 
ho  prescribed  harmful  drugs  to  pregnant  women,  failed  to  perform  Pap  smears  anc 
ordered  an  antibiotic  for  a  patient  even  though  a  lab  test  showed  the  infectior 
was  resistant  to  that  drug.  He  was  terminated  by  default. 

An  examination  of  nearly  80  million  computerized  Medicaid  billing  records  fc 
fiscal  years  1990  and  1991  shows  that  there  are  dozens  of  other  doctors  the 
state  never  catches  up  with  who  are  engaging  in  the  same  sort  of  behavior. 

If  patient  volume  or  billing  habits  or  prescribing  patterns  are  not  the  klnc 
to  pop  out  of  the  state's  computer,  chances  are  the  physicians-no  matter  what 
their  practice  of  medicine-are  unlikely  to  come  into  the  state's  view. 

Public  Aid  regulations  require  that  physicians  allow  investigators  to  inapac 
their  Medicaid  patient  files.  Often  the  state  discovers  medical  shortcomings 
that  go  beyond  what  was  flagged  by  initial  computer  reports. 
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For  instance,  the  state  routinely  cites  doctors  who  work  as  general 
practitioners  for  failing  to  perform  Pap  smears  on  their  female  patients. 

A  review  of  women  who  passed  through  the  Medicaid  system  in  fiscal  1991, 
however,  showed  the  failure  to  perform  this  basic  test  is  far  more  widespread 
than  what  the  state  uncovers. 

Of  60,700  women  who  were  treated  by  Medicaid  doctors  in  fiscal  1991,  a  total 
of  25,225-about  40  percent-did  not  have  a  Pap  smear  billed  by  any  of  their 
Medicaid  doctors  the  entire  year.  Further,  a  study  of  6,700  women  randomly 
selected  statewide  showed  that  41  percent  of  the  women  treated  by  Medicaid 
doctors  had  no  record  of  getting  the  test  over  two  years'  time. 

While  Medicaid  disciplines  some  doctors  for  failing  to  monitor  levels  of 
theophylline,  a  drug  used  to  treat  asthma,  there  are  dozens  of  other  physicians 
who  aren't  called  to  task  for  the  same  failure.  A  study  of  1,054  patients  who 
received  a  year's  supply  or  more  of  theophylline  pills  under  the  care  of 
Medicaid  doctors  showed  that  69  percent  were  not  tested  even  once  in  fiscal 
1991. 

Selective  enforcement  extends  all  the  way  to  termination. 

Dr.  Byron  Reed,  whose  office  is  at  4008  W.  Division  St.,  prescribes  Tyleno 
No.  3,  a  codeine-based  pain  reliever,  and  Elavil,  an  antidepressant,  to 
substance  abusers  and  urges  them  to  attend  Narcotics  Anonymous  meetings  as  pa 
of  what  he  calls  his  drug  treatment  program. 

In  fiscal  1991,  he  wrote  nearly  $430,000  in  prescriptions,  an  average  of 
$87.31  per  visit  to  patients  who  came  from  Chicago  and  suburban  Cook,  Du  Page 
and  Lake  Counties.  Dr.  Reed  prescribed  2,527  dosages  of  Tylenol  No.  3.  Only  o 
Medicaid  physician.  Dr.  Willleun  Norcross  in  Chicago,  with  2,642  dosages, 
prescribed  more. 

Dr.  Reed  said  Medicaid  asked  him  on  an  informal  basis  not  to  prescribe  so 
much  Tylenol  No.  3.  But  Medicaid  terminated  Dr.  Norcross,  citing  his  prescrib 
patterns . 

The  termination  process  begins  with  a  letter: 

"Upon  reviewing  all  of  the  available  evidence,  the  Committee  made  the 
professional  determination  that  the  Respondent  furnished  goods  or  services  to 
recipients  under  the  Medical  Assistance  Program  which  were  of  grossly  inferio 
quality,  in  excess  of  needs  and  harmful  to  the  recipient." 

These  findings  by  Public  Aid's  Medical  Quality  Review  Committee,  a  panel  o 
private  physicians  retained  on  contract  to  review  Medicaid  doctors,  mark  the 
beginning  of  legal  termination  proceedings. 

Medicaid  physicians,  by  law,  can  be  excluded  from  the  program  for  no  more 
than  a  year  at  a  time,  but  the  state  has  the  right  to  reject  readmission 
requests . 

By  the  time  a  physician  gets  a  termination  notice,  the  state  has  already 
inspected  the  office,  patient  files  and  prescriptions. 

Some  of  what  the  Medical  Quality  Review  Committee  discovers  is  disturbing: 

Dr.  Thomas  Joseph  earned  $120,000  from  Medicaid  in  fiscal  1991,  handling  m 
than  6,100  patient  encounters  at  his  clinic  on  Chicago's  West  Side  at  2803  W. 
Harrison  St. 

Trained  as  an  eye  surgeon  in  India  before  coming  to  the  U.S.  in  1969,  Dr. 
Joseph  was  called  before  the  committee  to  answer  accusations  that  he  didn't 
begin  taking  vital  signs,  such  as  height,  weight,  blood  pressure  and  pulse  fr 
his  patients  until  Medicaid  hiked  its  office  visit  payment  from  $8  to  $18. 

"When  you  pay  more  money,  I  should  do  more  service,"  Dr.  Joseph  explained. 

Dr.  Joseph  said  he  prescribed  birth  control  pills,  but  did  not  perform  Pap 
smears  until  after  the  women  had  given  birth. 

"Well,  if  they're  taking  birth  control  pills,  they're  probably  not  going  t 
have  a  baby,"  said  Dr.  Arthur  Greenbank,  a  committee  member.  "When  you  give 
birth  controls  pills  to  a  lady,  common  practice  indicates  that  some  time  or 
another  you  should  have  a  Pap  test." 

But  Dr.  Joseph  complained  that  some  patients  don't  want  to  be  physically 
examined. 

"We  can't  accept  the  fact  that  you  say  that  the  patient  refused  examinatio 
and  then  go  ahead  and  blindly  give  her  a  lot  of  medicine,"  a  frustrated 
Greenbank  said.  "Because  that  is  not  good  medicine." 

Dr.  Joseph  withdrew. 
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With  more  than  24,000  doctors  enrolled,  the  Medicaid  program  has  grown  so 
large  in  Illinois  that  the  computer  surveillance  system  has  been  left  behind, 
becoming  a  ponderous,  slow-to-react  dragnet  hampered  by  inaccurate  or  inadequ. 
information  on  billing  forms.  The  gap  between  what  happens  in  the  doctor's 
office  and  the  onset  of  disciplinary  action  can  be  as  long  as  a  year,  and  the 
legal  hearings  can  take  much  longer. 

State  computers  analyze  information  from  millions  of  billing  forms  submitt> 
by  Medicaid  providers-physicians,  pharmacists,  laboratories,  medical  supplier: 
hospitals  and  nursing  homes-and  identify  suspects  for  financial  audit  or  medii 
review  based  on  the  amount  of  work  performed  or  patterns  of  practice. 

Once  a  month,  in  a  barren  conference  room  in  Chicago,  the  bureau's  Narratl' 
Review  Committee  meets.  Representatives  of  the  state  police  Medicaid  fraud  un: 
and  the  state  departments  of  Public  Health  and  Professional  Regulation  join  t; 
bureau  staff  and,  linked  by  a  conference  call  to  the  bureau  in  Springfield, 
review  dozens  of  cases  to  determine  whether  further  action  should  be  taken. 

Some  cases  are  dropped  right  there.  In  others,  a  visit  to  a  physician's 
office  or  a  financial  audit  is  ordered.  A  case  may  be  referred  to  the  Medicai( 
fraud  unit  for  criminal  investigation  or  to  the  Department  of  Professional 
Regulation,  which  handles  licensing  matters. 

And  it  is  always  a  game  of  catch-up  because  analysis  is  done  after  the  bi 
are  paid. 

Faced  with  more  than  $80  million  a  year  in  physician  office  visit  bills 
alone,  investigators  are  most  likely  to  review  those  who  do  the  most  work. 

The  department  moved  to  terminate  40  of  the  240  busiest  Medicaid  physiciai 
of  fiscal  1991  and  removed  35  of  those  from  the  program.  Twelve  have  been 
reinstated.  Termination  cases  against  the  other  five  are  pending. 

Targeting  the  busiest  doctors  has  drawbacks.  Competent  physicians  can  com< 
under  scrutiny  because  they  work  longer  hours  and  see  many  patients,  while  le; 
competent  peers  labor  in  the  anonymity  of  medical  practices  that  don't  raise 
high  volume's  red  flag. 

Many  physicians  believe  keeping  their  Medicaid  earnings  under  $100,000  is 
one  way  to  avoid  scrutiny-that  by  blending  into  the  crowd,  they  avoid  a  visit 
from  Public  Aid. 

It  wasn't  always  that  way.  Medicaid's  architects  designed  the  program  to 
trust  doctors,  laboratories,  pharmacies  and  other  health  care  specialists  to 
police  themselves. 

But  after  only  a  few  years,  it  became  clear  that  trust  was  not  enough. 

Initial  efforts  to  crack  down  lacked  sophistication,  manpower  and  resources 

"It  was  cops  and  robbers  stuff,"  recalls  Laurie  Anderson,  the  former  head  c 
the  Bureau  of  Medical  Quality  Assurance. 

"Once  we  sat  outside  a  clinic  on  the  South  Side  of  Chicago  until  three  in 
the  morning,  waiting  for  a  doctor  to  leave.  We  thought  he  was  sending  in  phony 
bills,  but  It  turned  out  he  was  actually  seeing  the  patients." 

Not  until  1981,  with  the  installation  of  the  Medicaid  Management  Informatic 
System,  a  giant  computer  claims-processing  network,  did  Medicaid  begin  to  targe 
health  care  providers,  including  doctors,  in  a  meaningful  way. 

But  the  program  began  to  grow  so  large  so  quickly,  that  there  just  wasn't 
enough  manpower. 

"Medicaid  is  a  huge  business,"  Ippolito  said.  "There  are  so  many  providers 
out  there,  you  can  overbill  us  a  little  bit  forever  and  you're  not  going  to  juir 
out . " 

"They  think  that  if  you  make  a  lot  of  money  that  you're  not  a  good  doctor," 
says  Dr.  Leopoldo  Jurado,  who  popped  out  of  the  Medicaid  computer  several  years 
ago. 

Dr.  Jurado,  head  of  obstetrics  at  St.  Bernard  Hospital  in  Chicago,  was 
accused  of  performing  substandard  medical  care  in  the  general  treatment  of  men, 
women  and  children-outside  of  his  specialty.  He  was  suspended  from  Medicaid  in 
September  1987. 

In  the  last  six  years.  Dr.  Jurado,  three  other  physicians,  a  pharmacy  and  a 
clinical  laboratory,  all  located  in  the  Reymar  Clinic,  6032  S.  Halsted  St.,  wer 
forced  out  of  the  Medicaid  program. 

Reinstated  in  March  1989,  Dr.  Jurado  has  been  paid  nearly  $1  million  since 
then.  In  fiscal  1991,  he  billed  for  delivering  304  babies  and  for  seeing  3,200 
patients . 
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"In  private  practice,  you  can  spend  30  minutes  in  the  office  with  a  patient, 
he  says.  "But  how  will  you  survive  If  you  spend  that  much  time  If  you  get  paid 
ono-thlrd  of  what  you  get  in  the  suburbs? 

"I'm  not  saying  you  have  to  deliver  poor  care.  But  it's  different." 

"Of  course,  we  do  little  shortcuts,"  he  says.  "But  we  have  to  do  shortcuts  t 
survive. " 

"If  they  thought  I  was  a  bad  doctor,  they  could  have  stopped  me  from  seeing 
Public  Aid  patients,"  he  says.  "If  Public  Aid  wants  to  do  something  they  can  gc 
to  the  Department  of  Professional  Regulation  and  suspend  my  license." 

Only  rarely  does  that  happen  in  Illinois. 

An  examination  of  90  termination  cases  based  on  charges  of  practicing  bad 
medicine  over  the  last  six  years  shows  that  only  twice  has  the  Department  of 
Professional  Regulation  cited  Public  Aid's  findings  in  taking  its  own 
disciplinary  action. 

There  has  been  no  action  taken  in  74  of  the  cases,  according  to  Joseph 
Haughey,  attorney  in  charge  of  enforcement  at  the  department. 

"Our  medical  people  look  at  the  same  conduct,  but  it  doesn't  violate  the 

standards  we  have  for  the  practice  of  medicine,"  Haughey  said.  "Our  people 

require  more  serious  violations  to  take  an  action  which  may  result  in  their 
losing  their  livelihoods." 

"Keep  in  mind  that  these  physicians  are  monitored  by  their  peers  in  this 
agency,"  observed  Haughey.  "The  guys  who  make  the  decision  over  at  Public  Aid 
have  different  egos  than  the  guys  over  here." 

Lack  of  coordination  frequently  leads  to  uneven  enforcement. 

The  work  of  regulating  and  overseeing  health  care  providers  falls  mostly  to 
agencies  other  than  Public  Aid.  Physician  and  pharmacy  licenses  are  handled 
through  the  Department  of  Professional  Regulation.  The  Illinois  Department  of 
Public  Health  regulates  laboratories  and  nursing  homes,  hospitals  have  their  ov 
accrediting  agency  and  Chicago  clinics  are  Inspected  by  nurses  from  the  Chlcagc 
Board  of  Health. 

Medicaid  charged  Dr.  Cesar  Jumao-as  with  improperly  treating  heart  disease, 
prescribing  the  wrong  drugs  to  patients  with  ulcers,  and  failing  to  perform  Pap 
smears  and  breast  exams.  He  had  a  busy  Medicaid  practice,  earning  $97,400  in  tt 
clinic  at  7545  S.  Cottage  Grove  Ave. 

But  he  gave  it  all  up  in  one  breath. 

The  day  his  case  was  called  before  the  Medical  Quality  Review  Committee,  the 
hearing  officer  had  barely  opened  the  session  when  the  doctor  got  to  the  point: 

"Go  ahead  and  terminate  me,"  he  told  the  gathering. 

So  they  did. 

Some  doctors  do  fight  the  charges.  Others  don't  and,  like  medical  circuit 
riders,  move  on  to  other  jobs,  hoping  bad  news  doesn't  shadow  their  path. 

The  loss  of  a  Medicaid  practice  can  be  a  slgnficant  financial  blow.  It  also 
leaves  a  permanent  blot  on  a  career. 

Settlements  often  are  negotiated.  The  state  is  willing  to  deal  with  doctors 
for  their  temporary  withdrawal  from  Medicaid,  during  which  the  physician  takes 
medical  education  classes.  Chances  are,  Medicaid  takes  these  physicians  back. 

In  recent  yearn,  the  state  has  begun  doing  subjective  medical  reviews  of 
doctors  more  frequently,  and  that  has  angered  many  who  do  not  believe  that 
outsiders  can  understand  or  even  accurately  judge  what  happens  in  the  trenches 
of  a  largely  urban  Medicaid  practice. 

Doctors  often  claim  it  is  unfair  to  hold  them  to  strict  textbook  guidelines 
of  how  to  practice  medicine  when  they  treat  a  patient  population  that  can  be 
difficult  and  when  the  Medicaid  program  itself  works  against  the  doctor's  best 
efforts  by  allowing  patients  to  drift  from  doctor  to  doctor  for  care. 

The  Issues  surface  again  and  again  in  physician  hearings.  Is  Medicaid 
medicine  different?  Should  separate  standards  be  used  to  judge  patient  care? 
Who  is  qualified  to  judge? 

"There  is  an  acceptable  standard  of  medical  care,"  says  Mabel  Patterson,  a 
manager  in  the  health  care  standards  section  of  the  Bureau  of  Medical  Quality 
Assurance.  "We  are  not  looking  for  anything  different  than  what  they  learn  in 
medical  school." 
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Because  the  state  is  strapped  for  doctors  willing  to  take  Medicaid  patients, 
the  bureau  sometimes  requires  physicians  to  attend  continuing  medical  educatioi 
courses  in  specific  medical  areas,  such  as  the  treatment  of  asthma  or  high  bloc 
pressure,  instead  of  seeking  termination.  And  a  physician  may  be  placed  on 
"continuous  monitoring,"  which  means  a  warning  has  been  issued  and  the 
department  may  return  for  another  review  at  any  time. 

Medicaid  officials  say  physicians  are  expected  to  follow  standards  set  by 
professional  organizations  such  as  the  American  Academy  of  Pediatrics  and  the 
American  College  of  Obstetricians  and  Gynecologists. 

The  thick  handbook  that  Public  Aid  provides  to  each  Medicaid  doctor  does  not 
spell  out  these  or  any  medical  standards.  The  book  is  about  how  to  fill  out 
billing  forms. 

"We  do  not  tell  our  doctors  how  to  practice  medicine,"  says  Roberta  Hardy, 
who  oversees  Medicaid's  Bureau  of  Comprehensive  Health  Care. 

There  are  those,  however,  who  wish  the  state  would. 

"Public  Aid  should  publish  in  a  manual  their  idea  of  what  constitutes  high 
standards  of  medical  care,"  says  Dr.  Kishore  Thampy,  executive  director  of  the 
International  Medical  Council  of  Illinois. 

"They  want  to  judge  you  by  standards  of  perfection  that  are  simply 
unattainable,"  says  Dr.  Thampy,  whose  group  often  intervenes  on  behalf  of 
foreign  medical  graduates  flagged  for  termination. 

Another  complaint  is  that  the  physicians  hired  by  Public  Aid  to  judge  their 
practice  of  medicine  are  not  considered  peers. 

About  two  out  of  every  three  dollars  paid  by  Public  Aid  to  physician 
consultants  go  to  six  physicians,  five  of  whom  do  not  see  Medicaid  patients  anc 
one  who  bills  Medicaid  less  than  $15,000  a  year. 

Dr.  Henrietta  Herbolsheiraer,  Public  Aid's  most  senior  physician  consultant, 
la  the  focus  of  much  of  the  dissatisfaction.  She  has  never  billed  Medicaid, 
spending  most  of  her  medical  career  as  an  educator  and  administrator. 

"I  never  worked  in  a  storefront  clinic,"  concedes  Dr.  Herbolsheimer .  "I  ha 
not  had  the  experience  of  working  with  the  ultra-poor  in  the  ghetto  setting  v 
are  chronic  alcoholics  and  drug  abusers. 

"I  think  that  the  standard  should  be  basically  the  same  for  rich  or  poor, 
young  or  old,  for  a  ghetto  area,  for  a  rural  area,"  she  says. 

Dr.  Herbolsheimer  says  her  lack  of  experience  treating  Medicaid  patients 
makes  no  difference  in  how  physicians  are  judged. 

As  a  doctor  consultant,  Dr.  Herbolsheimer  has  stepped  inside  hundreds  of 
doctor's  offices  where  routinely  she  finds  no  hot  water,  soiled  paper  on  the 
examining  tables,  and  non- functioning  instruments.  "They  are  going  through  th 
motions . " 

She  rejects  the  excuses  of  doctors  that  the  patients  are  difficult  and  tha 
mainstream  doctors  don't  know  what  it's  like. 

"It  questions  why  a  physician  is  practicing  in  that  kind  of  area  where  he 

sacrifices  his  own  principles  to  the  environment,"  she  says.  "There  comas  a 

point  beyond  which  one  would  not  be  practicing  contemporary  medicine,  but  sao 
bags  medicine." 

Dr.  Carroll  Smith  would  disagree. 

He  operates  a  small  family  practice  from  his  brownstone  office  on  Martin 
Luther  King  Drive,  treating  several  generations  of  families  since  1964. 

And  from  there  the  61-year-old  physician  has  seen  his  neighborhood  fall  to 
the  ravages  of  economic  stagnation  and  his  practice  be  overwhelmed  by  drug 
addicts  and  alcoholics.  This  is  a  world  that  Public  Aid's  medical  consultants 
never  experience,  he  says. 

As  his  private  paying  patients  left,  they  were  replaced  by  up  to  SO  patien 
a  day  from  all  over  the  city,  demanding  drugs  for  relief  from  their  addiction 
drugs  they  could  sell. 

"You'd  see  the  veins  in  their  arms  and  legs,"  Dr.  Smith  said  of  the  addict 
who  would  crowd  into  his  office.  "Sometimes  the  pus  was  stinking  so  bad  you 
could  hardly  stay  in  the  room." 

The  state,  he  said,  doesn't  have  "the  faintest  idea  of  what's  going  on,"  n 
concept  of  the  threats  and  abuse  from  addicts  and  drunks. 
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t^r-l"^^  ^"  "^^  "l°t^  favorable  light.  Dr.  Smith's  defense  was  naive.  "I  couldn 
not  turn  tr^X;»  k  "if"  !°  ^^  ^"''^  ^^^^  Tylenol  No.  3  in  hopes  that  they  wo 
cocaine  abusable  drugs  or  burglarize  a  home  for  money  to  buy  heroin 

"I  thought  the  cost  to  society  was  considerably  less  if  they  used  Tylenol 
J.  ...  It  was  a  lot  better  than  using  a  street  drug,"  he  said. 

That's  what  Dr.  Smith  told  the  state  when  he  was  accused  of  improper 
prescribing  of  codeine-based  pain  relievers  and  tranquilizers.  And  he  was 
tenninated . 

It's  not  that  the  state  is  unaware  of  what  can  happen  in  a  Medicaid  practice 

In  1981,  Medicaid  officials  sent  one  of  their  physician  consultants.  Dr. 
Homer  Parkhill,  to  a  Medicaid  clinic  on  the  city's  West  Side  to  review  Dr. 
Maria  Thachenkery' s  medical  practice. 

She  had  popped  out  of  the  Medicaid  computer,  but  not  because  of  bad  medicine 

Dr.  Thachenkery,  a  foreign  medical  graduate  who  had  trained  in  pathology,  hai 
listed  that  as  her  specialty  and  got  flagged  for  practicing  general  medicine. 
So,  the  review. 

The  consultant  was  struck  by  what  he  found. 

After  studying  patient  files.  Dr.  Parkhill  reported  that  Dr.  Thachenkery' s 
care  was  "excellent." 

He  acknowledged  that  the  state  knows  how  difficult  practicing  Medicaid 
medicine  can  be  and  urged  that  Dr.  Thachenkery  be  sent  a  letter  of  commendation 
"Considering  her  continued  works  in  clinics  of  this  nature,  it  could  possibly 
prevent  her  from  easily  slipping  into  the  methodology  of  some  of  her  peers,"  hi. 
report  stated. 

Medicaid,  however,  sent  Dr.  Thachenkery  a  letter  saying  that  while  her 
performance  was  "acceptable,"  the  state  would  continue  to  monitor  her  practice 
of  medicine  for  the  next  year,  a  practice  usually  reserved  for  problematic 
physicians . 

But  11  years  later.  Dr.  Thachen-kery  was  terminated  on  the  basis  of 
allegations  that  included  problems  with  managing  chronic  conditions  such  as 
hypertension,  asthma,  heart  failure  and  diabetes. 

Dr.  Thachenkery  stood  in  the  reception  area  of  the  Medicaid  clinic  where  she 
worked  on  East  35th  Street.  Hugging  a  patient,  she  wept. 

"I  spend  time  with  them,"  the  doctor  said  of  her  patients.  "All  my  patients, 
they're  all  unhappy.  They  just  don't  believe  this.  I  just  don't  believe  this. 

"I  know  there  are  other  doctors  out  there  who  don't  do  a  fifth  of  what  I  do, 
but  Public  Aid  doesn't  go  after  them." 

"I'm  devastated,"  she  said. 

A  year  after  her  termination,  she  reapplied,  and  the  state  let  her  back  in. 

Public  Aid's  control  of  the  public  checkbook  gives  it  the  power  to  seriously 
impact  livelihoods. 

In  the  last  two  fiscal  years.  Public  Aid  through  the  bureau  has  conducted 
431  audits  and  recovered  $18.3  million  in  overpayments,  largely  from  nursing 
homes  and  hospitals.  In  the  same  time,  the  bureau  has  conducted  medical  reviews 
of  396  doctors  and  filed  termination  cases  against  52. 

Since  1975,  according  to  Public  Aid  records,  the  bureau  has  done  financial 
audits  of  633  phy8icians-155  of  them  twice  or  more. 

But  no  physician  has  been  audited  more  than  Dr.  Narain  Sawlani,  a  radiologi 
practicing  general  medicine  on  South  Ashland  Avenue.  Since  1977,  Public  Aid  he 
looked  at  his  records  seven  times,  recovering  $151,000. 

The  state  is  permitted  to  withhold  medical  payments  after  a  termination 
notice  is  filed,  but  if  the  case  is  not  finished  within  120  days,  the  suspends 
payments  must  be  released.  When  that  happens,  the  physician  has  little  incenti 
to  resolve  the  case  quickly. 

In  1987,  Medicaid  accused  Dr.  Cornelio  Ang,  a  North  Side  physician,  of 
inappropriate  patient  care,  including  the  long-term  prescription  of  diet  pills 

During  the  more  than  five  years  his  case  took  to  work  through  the  system,  Z 
Ang  continued  to  see  Medicaid  patients,  earning  more  than  $837,000  before  he  w 
terminated. 
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Eventually,  some  doctors  apply  to  come  back  to  Medicaid. 

Over  the  last  15  years,  Public  Aid  has  reinstated  119  physicians  and  18  wer 
later  excluded  again.  The  agency  turned  down  requests  from  29  physicians  for 
reinstatement,  including  one  doctor  whose  reinstatement  request  was  rejected 
four  different  times. 

"It's  like  a  big  circle,"  says  Ippolito.  "We  kick  them  out  and  let  them  bac 
In  and  we  kick  them  out  again." 

Or.  Jackson  Chen  got  back  in  twice. 

A  Medicaid  veteran.  Dr.  Chen  earned  well  over  $150,000  a  year  as  far  back  a 
1977,  twice  topping  $200,000  a  year. 

Along  the  way,  he  was  audited  three  times  and  paid  back  more  than  $61,000. 

In  1986,  Dr.  Chen  was  terminated  for  his  handling  of  several  patients. 

After  completing  more  than  75  hours  of  continuing  medical  education,  he  was 
reinstated  in  1987. 

Dr.  Chen  resumed  his  medical  practice  in  the  building  he  owns  at  100  E.   35 
St.,  where  he  leases  out  space  to  several  other  businesses. 

Less  than  three  years  later,  in  January  1990,  his  office  staff  sent  an 
anonymous  letter  to  health  authorities  complaining  of  conditions  at  the  clinic 

Two  months  later,  bureau  investigators  arrived  and  found: 

Oral  and  anal  thermometers  were  in  the  same  container  in  "dried-up"  solutic 
Used  syringes  were  tossed  into  open,  rusty  wastebaskets . 

Surgical  instruments  used  to  insert  and  remove  sutures  were  rusty  and 
immersed  in  a  "milky,  pungent,  Lysol-smelling  solution."  There  was  no 
sterilizer. 

The  pelvic  exam  room  was  equipped  with  a  broken  goose-neck  lamp.  Pap  smear 
containers  and  disposable  speculums  were  kept  in  a  "dusty,  cluttered  cabinet." 

In  the  hallway  near  the  rear  door  was  a  large  rat  trap.  One  worker  said  a  r^ 
had  skittered  across  the  floor,  over  a  medical  assistant's  shoes.  The  floor 
sagged,  the  ceiling  was  falling.  The  basement  stairway  was  a  sheet  of  plywood. 

"The  condition  of  Dr.  Chen's  medical  center  was  deplorable,"  Investigator 
Larry  Taylor  reported.  "The  sinks  were  filthy  and  the  carpet  was  heavily  soilec 
The  instruments  were  unsafe  and  unsanitary." 

Public  Aid  charged  that  Dr.  Chen  failed  to  order  lab  tests,  didn't  conduct 
routine  preventive  health  care,  and  didn't  record  vital  signs  or  give  follow-ut 
care  instructions. 

On  April  3,  1991,  Dr.  Chen  was  terminated  again. 

But  he  sued  in  Cook  County  Circuit  Court  and  exactly  one  year  later,  on  Apr: 
3,  1992,  Judge  Lester  Foreman  tossed  out  the  testimony  of  Public  Aid's  expert 
witness.  Dr.  Anita  Stewart,  ruling  that  because  she  is  a  pediatrician,  she  was 
not  qualified  to  testify  against  Dr.  Chen,  who  was  being  judaed  as  a  general 
practitioner. 

Since  then,  Medicaid  has  paid  Dr.  Chen  $213,594. 

GRAPHIC:  PHOTOS  6  GRAPHICS  2 

PHOTO  (color):  A  state  Medical  Quality  Assurance  team  reviews  a  doctor's  file. 
An  "acceptable  standard  of  medical  care"  is  the  goal.  Tribune  photo  by 
Eduardo  Contreras . 

PHOTO:  Few  Medicaid  doctors  make  appointments  for  their  patients.  Most  have 
office  hours  and  take  patients  on  a  first-come,  first-served  basis.  This  is 
Dr.  Cornelio  Ang's  waiting  room  in  his  Chicago  office.   Tribune  photo  by  Ovie 
Carter. 

PHOTO:  From  her  Loop  office  Mabel  Patterson  helps  oversee  health-care 
standards  for  Medicaid.  Tribune  photo  by  David  Klobucar. 

PHOTO:  An  investigation  of  Dr.  Cornelio  Ang  took  five  years  to  wind  its  way 
through  the  convoluted  system,  during  which  time  he  continued  to  see  Medicaid 
patients.  He  eventually  was  suspended.  Tribune  photo  by  Ovie  Carter. 

PHOTO:  Dr.  Carroll  Smith  (right)  confers  with  his  attorney  Alfred  Moran  Jr. 
during  a  Public  Aid  hearing  in  Chicago  on  his  Medicaid  practice.  Tribune  photo 
by  Nancee  E.  Lewis. 
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PHOTO:  Dr.  Jackson  Chen  owns  the  building  at  100  E.  35th  Street  where  hia 
medical  center  is  located.  Dr.  Chen  was  reinstated  as  a  Medicaid  physician  in 
1992  after  his  second  suspension.   Tribune  photo  by  Ovie  Carter. 

GRAPHIC:  Pragmatic  peers. 

Efforts  by  auditors,  physicians,  nurses,  lawyers  and  the  Illinois  State  Police 
to  safeguard  taxpayer  money,  as  well  as  patients'  best  interests,  are  hobbled 
by  chronic  staff  shortages  and  swamped  with  what  has  become  an  overwhelming 
volume  of  doctors  who  accept,  and  patients  who  use,  the  Medicaid  card. 

GRAPHIC:  Policing  the  provinces. 

Review  process.  Drawbacks  to  the  system.  Basic  medical  problems. 
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If  urban  Medicaid  patients  have  trouble  finding  good  medical  care,  patients 
in  rural  Illinois  have  trouble  getting  medical  care  of  any  kind.  In  some 
counties  no  doctors  will  accept  the  Medicaid  card,  so  card  holders  often  must 
travel  50  miles  or  more  for  the  simplest  exams  or  procedures. 

The  general  lack  of  medical  facilities  and  doctors  in  the  rural  parts  of  th 
state  and  elsewhere  in  America  make  going  to  the  doctor  anything  but  simple  fc 
the  privately  insured.  For  Medicaid  patients,  it  can  be  an  ordeal. 

Illinois  funds  transportation  for  rural  Medicaid  patients,  many  of  whom  are 
too  poor  to  own  a  car.  But  in  general,  Medicaid  transportation  to  visit  the 
doctor  or  go  to  the  hospital  is  available  only  in  the  daytime  and  only  on 
weekdays.  After  hours  or  on  weekends,  the  sick  and  poor  are  on  their  own,  exce 
for  the  occasional  ambulance.  And  if  there  is  only  one  ambulance  for  two 
counties,  and  it  is  in  use,  there  may  be  no  help  for  a  woman  going  into  labor 
a  child  in  convulsions. 

Although  Illinois  boasts  a  population-to-physician  ratio  of  520  to  1,  one  o 
the  best  in  the  nation,  ail  or  part  of  35  counties  in  the  state  are  designated 
shortage  areas,  where  the  ratio  is  greater  than  3,500  to  1. 

y  TOO  MANY  MILES,  TOO  FEW  DOCTORS 

IN  RURAL  ILLINOIS  MEDICAID  HAS  TROUBLE  DELIVERING  HEALTH  CARE 

yThese  were  not  leisurely,  late  summer  drives  in  the  country. 

Kathern  Foster,  8  1/2  months  pregnant,  carefully  maneuvered  herself  into  th 
back  seat  of  her  parents'  battered  Dodge  Omni  for  the  35-mile  trip  to  the  doct 
in  Mt.  Vernon.  The  trip  north  on  1-57  took  them  past  several  other  physicians 
who  could  have  treated  her.  But  they  don't  take  the  Medicaid  card. 

A  relieved  Veronica  Lacey 
a  nurse  practitioner.  She  and 
doesn't  run.  She  missed  two  prev 
pick  her  up  at  her  home  along  th 
arrived,  finally,  in  a  borrowed  car 

When  the  humidity  soared  with  the  midday  temperature,  Cairo  high  school 
senior  Sheria  Kyles  waited  for  a  state-paid  ride  to  take  her  60  miles  to  her 
prenatal  appointment  in  Carbondale.  The  driver  was  90  minutes  late.  Getting  to 
and  from  the  doctor  that  day  was  an  ordeal. 

In  southern  Illinois,  going  to  the  doctor  takes  on  an  entirely  different 
dimension  from  the  experience  of  the  urban  Medicaid  patient. 

In  urban  areas,  finding  a  doctor  who  will  take  Medicaid  patients  is  often  a. 
easy  walk  down  the  street  or  a  short  bus  ride.  But  in  the  rural  reaches  of  the 
state,  the  next  doctor  might  be  50  or  100  miles  away. 

And  many  of  the  dwindling  number  of  physicians  either  refuse  to  accept  the 
Medicaid  card  or  will  not  take  new  patients. 
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"When  people  get  the  Medicaid  card,  they're  told  it  will  take  care  of  all  o: 
their  services,  but  if  they're  turned  away,  they  feel  real  low.  It's 
humiliating,"  said  Don  Copley,  an  outreach  worker  for  the  Illinois  Department  c 
Public  Aid,  the  agency  that  administers  the  health  care  program. 

"Many  doctors  would  rather  not  treat  Medicaid  recipients.  Some  of  them  will 
do  it  only  when  they're  'trapped,'  when  they're  in  the  ER  (emergency  room)  or  c 
call  at  the  hospital  and  they  have  no  choice. 

"But  if  you  go  to  their  office  or  call,  the  answer  is  'No.'  " 

The  Medicaid  program  falls  not  only  the  poor  it  was  designed  to  help,  but  t^. 
providers  who  deliver  the  care  and  the  taxpayers  who  foot  the  bill. 

The  isolation  and  depressed  economic  conditions  of  much  of  rural  Illinois 
only  magnify  the  problem,  as  can  be  seen  across  the  southern  part  of  the  state. 

The  only  doctor  in  all  of  poverty-laden  Pulaski  County  refuses  to  see  any  of 
the  county's  2,031  Medicaid  recipients.  The  patients  don't  listen,  they  often 
don't  show  for  appointments,  the  pay  is  too  low,  the  risk  of  a  malpractice  suit 
is  too  high  and  dealing  with  the  government  is  more  of  a  hassle  than  it  is 
worth,  he  says. 

A  Mt.  Vernon  doctor  accepts  all  Medicaid  recipients  who  come  through  his  doc 
because  he  knows  they'll  have  trouble  finding  care  elsewhere.  But  he  pays  a 
price:  He  has  gone  months  without  being  reimbursed  by  the  state,  which  at  one 
time  last  year  owed  him  more  than  $100,000. 

The  state  official  who  oversees  the  program  to  transport  Medicaid  recipients 

to  a  doctor's  office  or  hospital  said  the  poor  who  must  rely  on  that  service  ar 

"J^^sily  up  a  creek"  if  they  have  an  emergency  after  regular  business  hours  or  o 
weekends . 

There  is  emergency  ambulance  service,  but  its  resources  are  stretched  by 
lengthy  round  trips,  abuse  of  the  service  by  non-emergency  patients  and  the 
small  number  of  vehicles  available. 

The  owner  of  a  health  clinic  in  Harrisburg  with  no  full-time  doctor  has  been 
recruiting  for  more  than  a  year  and  says  about  five  doctors  have  turned  him  dow 
because  they  don't  want  to  practice  in  an  isolated,  economically  depriassed 
area. 

Sharon  Mumford  understands  all  too  well  the  impact  of  rural  isolation  in  th 
seven  southernmost  counties  of  Illinois,  where  poverty  rates  are  among  the 
highest  in  the  state.  The  2 , 003-square-mile  region,  slightly  larger  than  the 
size  of  Delaware,  is,  she  says,  "seven  stoplights,  one  McDonald's  and  a 
Wal-Mart." 

Mumford  is  associate  administrator  of  the  Southern  Seven  Health  Department, 
near  the  rural  hamlet  of  Ullin,  in  Pulaski  County.  She  helps  administer  the 
program  transporting  Medicaid  recipients  to  and  from  doctors  and  hospitals. 

Eight  people  drive  their  personal  cars  across  and  beyond  the  region  five  da' 
a  week.  They  haul  patients  as  far  away  as  Springfield,  111.,  and  Nashville. 

The  5,000  miles  each  driver  puts  on  a  car  every  month  are  only  a  portion  of 
the  millions  of  miles  driven  every  year  on  behalf  of  the  state's  $26  million 
Medicaid  transportation  program. 

This  complicated  network  of  cars,  vans,  ambulances  and  the  occasional  hearst 
is  the  lifeline  for  many  rural  poor  people  needing  health  care.  It  is  free 
transportation  for  patients  requiring  kidney  dialysis,  cancer  and  drug 
treatments,  prenatal  care,  physical  therapy  and  virtually  any  other  medical 
need,  including  emergencies. 

It  can  be  very  expensive.  A  62-year-old  resident  of  Clinton  County  was 
treated  every  few  days  in  a  renal  dialysis  center  in  Mt.  Vernon.  Because  of  his 
condition,  he  was  transported  by  ambulance  at  a  yearly  cost  of  $32,641.96. 

It  is  undoubtedly  a  valuable  service-as  far  as  it  goes. 

But  there  are  too  many  hours  in  the  week  and  too  few  doctors,  hospitals  and 
transportation  vehicles  In  southern  Illinois  to  meet  the  unscheduled, 
round-the-clock  demands. 

"They  tend  to  misuse  the  ambulance  for  non-emergency  calls,"  Mumford  said  of 
Medicaid  recipients.  "That's  a  big  problem  in  our  area.  But  they  don't  have  any 
other  way  to  get  there." 

The  reliance  on  ambulances  for  non-emergency  services  is  not  surprising. 
Mumford  said  Southern  Seven  conducted  a  survey  of  its  Medicaid  clients  and  foun 
that  only  9  percent  had  cars  and  just  4  0  percent  had  telephones. 

"And  even  if  they  do  have  a  car,  if  somebody  in  the  household  is  working, 
then  that  car  is  going  to  work,"  she  said. 
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So  the  last  line  of  defense  is  ambulances.  David  Westermann,  who  runs  Cairo 
Independent  Ambulance  Service,  the  only  ambulance  company  In  Alexander  County, 
said  abuse  of  the  service  is  "rampant."  Normally,  Westermann' s  company  covers 
Alexander  County  with  two  ambulances.  But  now  he  is  covering  Pulaski  County  too 
and  one  of  the  ambulances  is  being  repaired. 

At  least  half  of  the  30  people  his  company  transports  each  month  are  public 
aid  recipients,  Westermann  said,  and  "95  percent  of  the  Medicaid  calls  we  get 
are  avoidable."  Many  times  his  ambulances  will  be  called  to  pick  up  someone 
who  is  drunk,  he  said,  tying  up  the  vehicles  while  legitimate  emergencies  may 
occur. 

"I  think  you're  really  up  a  creek  if  it's  after  five  or  a  holiday,"  said  Ma 
Ann  Daley,  the  manager  of  the  public  aid  department's  comprehensive  health 
services  bureau.  With  virtually  no  mass  transit  and  only  the  rare  taxi,  the  pc 
without  cars  are  left  to  rely  on  relatives  and  friends.  And  luck. 

It's  not  that  Illinois  has  too  few  doctors;  it's  that  too  many  of  them  are 
drawn  to  the  Chicago  area. 

Illinois  ranks  among  the  top  producers  of  physicians  in  the  country  and 
overall  boasts  a  population-to-physician  ratio  of  520  to  1,  according  to  the 
Illinois  Department  of  Public  Health,  yet  the  state  has  the  country's 
third-largest  nujnber  of  citizens  in  what  is  known  as  Health  Professional 
Shortage  Areas.  All  or  parts  of  35  counties  are  designated  by  the  U.S. 
Department  of  Health  and  Human  Services  as  shortage  areas,  where  the 
population-to-physician  ratio  is  greater  than  3,500  to  1. 

The  problems  of  rural  Illinois  are  perhaps  best  displayed  in  the  region  sou 
of  U.S.  50,  stretching  from  Vincennes,  Ind.,  through  Salem  and  west  into  St. 
Louis . 

A  computer  analysis  of  fiscal  1991  Medicaid  claims  paid  by  the  Illinois 
Department  of  Public  Aid  for  residents  of  the  26-county  region  south  of  U.S. 
Highway  50  reveals  the  critical  failing  of  the  health  care  system:  too  few 
doctors  shouldering  too  much  of  the  Medicaid  load,  leaving  large  expanses  of  t. 
region's  poorest  counties  without  health  care  for  Medicaid  recipients. 

Two  counties-Pulaski  and  Gallatln-had  no  physicians  who  billed  Medicaid, 
while  Johnson,  Pope  and  Edwards  had  only  one  each.  About  500  Illinois  physicia; 
were  part  of  the  Medicaid  program  in  this  region,  but  in  most  counties  a  small 
percentage  of  doctors  handled  the  majority  of  visits. 

Williamson  County  had  54  doctors  paid  by  the  Medicaid  program  in  1991,  but 
five  doctors  handled  more  than  half  of  the  26,634  office  visits.  One  of  the 
county's  five  obstetricians  handled  almost  94  percent  of  the  3,010  obstetrical 
visits.  A  Jackson  County  obstetrician  treated  women  from  14  different  counties 

This  is  a  pattern  that  stretches  across  the  region,  across  the  specialties. 
Seven  of  the  region's  29  obstetricians  handled  almost  60  percent  of  the  Medlca. 
office  visits,  and  6  of  24  pediatricians  handled  almost  60  percent  of  the 
visits. 

There  were  148  family  and  general  practitioners  in  the  26-county  region  who 
billed  Medicaid,  and  21  of  them- 14  percent-handled  almost  half  of  the  patient 
visits.  In  some  counties  the  distribution  was  particularly  lopsided.  In  Wayne 
County,  2  of  5  doctors  handled  87  percent  of  the  visits.  In  Lawrence  County,  2 
of  4  doctors  handled  99  percent  of  the  visits. 

This  maldistribution  of  the  patient  load  forres  some  doctors  out  of  the 
program  altogether  because,  they  argue,  they  cannot  afford  to  have  their 
practices  heavily  dependent  on  the  payment  whims  of  the  state.  One  of  the 
busiest  pediatricians.  Dr.  Frine  Dedios,  in  Harrisburg,  left  Illinois  in  the 
spring  of  1992  and  moved  to  Alabama.  She  complained  she  was  slowly  but 
certainly  going  broke  waiting  for  the  state  to  pay  her. 

If  one  or  two  doctors  in  a  county  decide  to  restrict  their  Medicaid  cliente 
or  get  out  of  the  program,  the  impact  on  recipients  and  other  doctors  can  be 
enormous . 

In  rural  areas,  however,  a  doctor's  enrolling  in  Medicaid  means,  in  many 
cases,  that  he  or  she  will  treat  a  recipient  only  in  unavoidable  situations, 
such  as  emergency  room  duty.  Many  physicians  do  not  want  to  risk  being  branaea 
as  public  aid  doctors  because  such  a  label  can  drive  away  privately  insurea 
patients  and  hurt  them  financially. 

Paul  Galligos,  the  former  chief  of  the  public  aid  department's  Office  of 
Rural  and  Urban  Access,  says  the  shortage,  which  he  estimates  at  315  primary 
care  physicians,  places  a  burden  on  all  other  doctors. 

Galligos  says  that  if  every  Illinois  doctor  devoted  10  percent  of  his  or  he: 
patient  load  to  Medicaid,  "we  would  not  have  a  problem." 
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"I  feel  that  ail  physicians  should  feel  an  obligation  to  take  Medicaid 
(patients).  I  simply  think  that  that  should  be  part  of  their  community 
participation. " 

Noble  thought,  but  it's  not  realistic. 

"It  would  be  nice  if  we  all  took  our  fair  share,"  said  Dr.  Kevin  Oestmann,  ^ 
family  practitioner  in  Marion  who  is  one  of  the  five  physicians  in  the  county 
who  handle  more  than  half  of  the  Medicaid  visits. 

"But  I  really  can't  blame  someone  for  not  wanting  to  work  when  they're  not 
reimbursed.  Would  you  be  willing  to  risk  being  sued  for  certain  things  and  be 
paid  an  inadequate  salary?" 

There  is  a  litany  of  complaints  doctors  frequently  recite  about  Medicaid 
patients:  They  don't  listen  to  repeated  medical  advice;  they  fail  to  show  up  fc 
appointments;  treating  them  presents  a  higher  risk  because  their  health  is 
usually  not  as  good  as  privately  insured  patients'. 

Many  of  these  complaints  are  heard  in  Cairo,  lodged  at  the  juncture  of  the 
Ohio  and  Mississippi  Rivers. 

The  state's  southernmost  city  is  the  beginning  of  many  medical  careers,  but 
seldom  the  end.  It  is  the  depressing  dropoff  point  for  doctors  who  usually  come 
only  because  they  are  sent,  fulfilling  their  obligation  to  the  National  Health 
Service  Corps,  a  federally  funded  scholarship  program  that  pays  for  medical 
school  educations  in  exchange  for  a  commitment  to  practice  in  underserved  areas 

Communities  like  Cairo  depend  on  the  corps  to  provide  doctors  because,  with 
no  hospital,  a  stagnant  economy,  high  unemployment  and  a  patient  clientele  that 
la  largely  on  public  aid,  there  is  little  to  attract  today's  high-tech  medical 
school  graduates.  Most  physicians  leave  when  their  obligation  is  complete;  some 
leave  sooner. 

It  is  here  that  Mary  Palmer,  a  nurse  practitioner,  provides  obstetrical  care 
to  women  who  may,  or  may  not,  show  up. 

"People  don't  appreciate  how  complex  this  is.  You  can  spend  the  better  part 
of  a  day  ]ust  trying  to  find  someone.  ...  He  call  and  write  and  hound  until 
they  come  in."  At  least  25  percent  of  the  time  they  don't  show,  she  said. 

The  reasons  run  the  gamut:  Patients  don't  have  a  phone.  They  move.  They  sta\ 
with  a  relative  because  they've  been  evicted  or  there  is  a  major  utility 
problem.  The  car  breaks  down  and  they  can't  call.  They  or  their  children  get 
sick.  They  forget. 

Brenda  Franklin  is  one  of  the  patients  Palmer  worries  about. 

She  is  26,  unemployed  and  the  mother  of  four,  ages  1  through  5.  She  suffers 
from  migraine  headaches.  She  and  her  husband,  Darrell,  a  former  bargeworker  whc 
is  on  disability  with  double  cataracts,  receive  $800  a  month  from  the 
government.  They  live  in  the  tiny  heunlet  of  Unity,  in  "the  only  house  we  could 
afford,"  Darrell  Franklin  said.  It  is  a  $6,500  two-story  patchwork  frame  house 
with  no  phone  and  no  water  heater.  There  are  three  vehicles  parked  in  the  yard; 
two  don't  work,  the  other  is  less  than  dependable. 

Darrell  said  he  has  run  up  a  $200  bill  at  a  nearby  gas  station  driving  Brenc 
and  their  children  to  the  doctor  in  Cairo,  20  miles  away,  or  to  the  clinic  in 
Anna,  about  an  hour's  drive. 

For  this  family,  getting  to  the  doctor  and  getting  back  home  can  be  a 
day-consuming  event.  "If  our  car  doesn't  work,  he  can  sometimes  get  his  daddy's 
car.  But  sometimes  the  car  breaks  down,"  Brenda  Franklin  said. 

State  transportation  is  available,  but  the  Franklins  said  it  is  not  always 
reliable  and  there  is  not  always  room  for  four  small  children  to  ride  along. 

Being  only  a  mile  from  the  health  clinic  in  Cairo  makes  getting  to  the  docto 
much  less  of  a  problem  for  Keeshia  Woods,  18,  jobless  and  pregnant.  That  is,  a 
long  as  sickness  strikes  during  the  day  on  Monday  through  Friday.  Otherwise,  i 
can  be  a  major  problem. 

Her  unemployed  husband,  Lafayette,  suffers  from  sickle-cell  anemia.  Their 
car  was  gutted  by  fire.  They  have  no  phone.  When  he  got  sick  on  a  weekend,  she 
had  no  way  to  get  him  to  an  emergency  room  in  Anna  or  Carbondale. 

One  of  Mr.  Wood's  friends,  who  was  already  planning  to  go  to  Paducah,  Ky., 
agreed  to  drop  them  off  at  a  hospital.  For  $20. 

"I  didn't  want  to  pay  it,  but  we  didn't  have  any  choice.  We  had  to,"  she 
said.  It  was  not  the  first  time  it  had  happened,  and  probably  will  not  be  the 
last. 
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"Wo  get  kind  of  numb  to  it  after  awhile,"  nurse  Palmer  said  of  the  obstacles 
to  medical  care  in  this  part  of  the  state.  "People  don't  have  any  idea  what  it' 
like  to  do  medicine  down  here." 

Similar  thoughts  come  to  the  minds  of  some  of  the  two  dozen  pregnant  women 
who  sat  in  the  waiting  room  of  the  red-brick  office  building  in  Mt.  Vernon  on  a 
humid,  mid-September  morning.  They  were  waiting  to  see  Dr.  Richard  Garretson, 
who,  unlike  moat  rural  doctors,  accepts  all  patients,  regardless  of  their 
ability  to  pay. 

"I  called  five  or  six  doctors,  and  four  of  them  said  they  didn't  take  the 
Medicaid  card.  I'm  so  used  to  them  saying  no,"  Dorthea  Traeger,  of  Salem,  sa 
with  a  laugh. 

The  radius  of  her  search  finally  stretched  the  30  miles  to  Garretson. 

"It's  frustrating  in  a  way,  but  I'd  heard  about  this  from  my  girlfriends, 
Traeger  said.  There  was  no  bitterness  in  her  voice,  only  resignation. 

A  pregnant  Vicki  Nalley,  of  McLeansboro,  was  less  understanding. 

"I'd  been  warned  about  this  kind  of  thing  happening,"  she  said  in  the  wait 
room.  "There  are  doctors  closer  to  me  but  they  don't  take  the  card.  I  tried 
three  other  doctors  In  Mt.  Vernon.  I  don't  think  this  is  fair." 

Garretson,  a  native  of  West  Virginia,  wanted  to  come  here.  The  man  one 
colleague  calls  a  "human  dynamo"  wanted  to  set  up  a  family  practice  and  open 
doors  to  all  comers,  rich  or  poor. 

But  Garretson  didn't  count  on  the  financial  and  physical  toll  Medicaid  has 
exacted.  He  has  waited  as  long  as  15  months  for  the  state  to  pay  the  bills  he 
has  submitted.  The  state's  debt  to  him  has  reached  as  high  as  $150,000,  he  sa 
and  he  has  gone  as  long  as  eight  weeks  without  getting  a  single  Medicaid 
paycheck. 

Garretson,  whose  practice  is  70  percent  public  aid,  worked  nights  at  the 
Carbondale  Memorial  Hospital  emergency  room  to  make  ends  meet,  but  he  had  to 
quit.  "I'm  54  years  old  and  I  just  can't  hump  it  anymore,"  he  said. 

Across  town,  the  problems  facing  Medicaid  doctors  are  personified  In  the 
office  of  Dr.  Linden  Pearson,  a  family  practitioner.  Unlike  Garretson,  Pearso 
accepts  the  Medicaid  card  only  if  he  already  has  been  treating  the  patient  or 
he  picks  the  patient  up  while  at  the  hospital.  He  does  not  have  an  "open 
practice. " 

"If  someone  were  to  call,  they'd  be  turned  away,  regardless  of  ability  to 
pay, "  he  said. 

Pearson,  whose  overall  patient  load  is  about  20  percent  Medicaid,  said  he 
quitting  obstetrical  work  at  the  end  of  the  year  because  of  stress  and  flnanc 
reaponsibilitles  he  feels  he  can  no  longer  handle. 

About  half  of  his  obstetrical  caseload  is  Medicaid,  he  said,  and  many  of 
these  were  picked  up  when  he  was  working  on  call  at  Good  Samaritan  Hospital. 
Once  he  treats  them  in  the  hospital,  he  keeps  them  and  their  families  as 
patients . 

"I've  kept  everybody.  That's  why  my  OB  caseload  in  public  aid  is  as  high  ai 
it  Is,"  he  said.  "But  that  end.s  this  year. 

"I'm  trained  to  take  only  low-risk  obstetrics  and,  because  of  the  (hospita. 
call  schedule,  I'm  forced  Into  taking  high-risk  obstetrics.  I'm  really  not 
supposed  to  be  taking  care  of  that." 

Medicaid  recipients  carry  a  higher  probability  of  serious  health  problems 
the  risk  of  a  malpractice  lawsuit,  Pearson  said,  is  too  great  for  him  to 
continue  to  take.  Nor  is  the  compensation  from  the  state  worth  it. 

"You  lose  money  taking  public  aid  patients,"  he  said.  "I  have  my  bills  to 
pay,  too,  and  nobody  allows  me  seven  or  eight  months  of  grace  period." 

Garretson  said  his  financial  position  has  improved  because  of  the  recent 
passage  of  the  state  budget  and  increased  payments  to  doctors  who  treat  pregn. 
public  aid  recipients  and  their  children.  But  it  still  takes  a  minimum  of  11 
weeks  to  get  paid  for  services,  and  the  potential  legal  risks  of  treating  pub 
aid  patients  have  not  diminished. 

"I  saw  one  woman  for  the  first  time  when  she  was  19  weeks  pregnant.  She 
tested  positive  for  cocaine,"  he  said.  "The  next  time  I  saw  her  she  was  in  he; 
31st  week,  and  she  delivered  twins,"  both  of  whom  had  traces  of  cocaine  in  th< 
systems . 
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Although  Garretson  says  he  understands  why  some  doctors  quit  Medicaid,  for 
now  he  is  willing  to  maintain  his  commitment  to  the  poor.  It  is  a  risk  he  is 
willing  to  take. 

Garretson's  practice  was  the  model  that  Dr.  David  Perry  followed  before  he 
graduated  from  medical  school.  Perry,  an  internist,  came  to  Cairo  as  part  of  • 
National  Health  Service  Corps  because  he  wanted  to  treat  people  who  grew  up  ir 
circufflstances  similar  to  his. 

Perry  lived  on  and  off  welfare  in  Baltimore  as,  he  said,  "poor  white  trash. 
He  has  treated  Medicaid  recipients  in  Maryland,  West  Virginia,  Iowa,  Kentucky, 
Missouri  and  Illinois. 

But  he  tired  of  continual  fights  with  other  physicians  and  hospitals  who 
would  refuse  to  accept  his  referrals  of  public  aid  patients.  He  told  of  a 
5-year-old  Cairo  area  girl  in  a  sickle-cell  crisis  who  had  a  temperature  of  IC 
degrees.  She  was  dying.  It  took  him  six  phone  calls  to  find  a  doctor  to  take 
her.  The  doctor  was  in  St.  Louis,  150  miles  away. 

"This  happened  multiple  times,"  Perry  said.  Another  woman  slipped  into  a  cc 
after  a  drug  overdose.  Several  phone  calls  later,  he  found  a  doctor  who  would 
treat  her  in  Cape  Girardeau,  Mo.,  45  miles  away.  He  was  a  gastroenterologist. 

"People  wouldn't  take  anyone  from  Cairo,  even  if  they  were  insured.  They  wt 
afraid  they  would  have  to  take  welfare  patients  if  they  took  the  others,"  he 
said. 

Perry  left  Cairo  after  19  months  and  paid  off  his  debt  to  the  federal 
government.  He  now  practices  emergency  medicine  in  Cape  Girardeau. 

The  risk  of  taking  Medicaid  was  too  great  for  Dr.  David  Grimes,  whose  stor^ 
is  held  up  in  the  medical  community  as  an  example  of  the  perils  of  accepting  t 
Illinois  Medicaid  card. 

A  regional  Illinois  Department  of  Public  Aid  official  remembers  him  this  wa 
"Grimes.  We  burnt  him  out,  didn't  we?" 

Indeed,  they  did. 

Grimes,  an  obstetrician  from  Paducah,  Ky.,  crossed  the  Ohio  River  at  daybrt 
into  Metropolis  once  a  week  to  treat  pregnant  women  from  southern  Illinois 
counties.  Word  of  his  work  spread  quickly. 

Women  came  "literally  a  busload  at  a  time'  for  prenatal  care,  he  said.  "As 
soon  as  the  word  was  out  that  I  would  see  them,  I  was  inundated.  I  was  living 
the  hospital." 

Grimes  said  he  sometimes  saw  6  0  patients  a  day,  and  handled  as  many  as  60 
deliveries  a  month,  about  half  of  them  Medicaid  mothers.  When  he  found  he 
couldn't  keep  up  that  pace,  he  began  accepting  patients  from  only  three  Illinc 
counties . 

But  that  didn't  seem  to  stop  the  flow  of  patients  because  there  was  no  one 
closer  who  would  agree  to  see  them.  Treating  public  aid  patients  was  taking  up 
more  of  his  time,  and  the  low  and  slow  state  reimbursement  was  hurting  him 
financially.  He  said  he  was  about  to  be  overwhelmed. 

Grimes  stopped  accepting  the  Illinois  Medicaid  card  three  years  ago.  He  st: 
makes  the  weekly  trip  into  Metropolis  to  see  his  patients  at  Massac  Memorial 
Hospltalthose  patients  who  have  insurance  or  who  can  pay.  He  treats  Medicaid 
recipients  only  "in  an  emergency." 

"Nobody  in  their  right  mind  is  going  to  come  and  see  indigent  patients,"  he 
said.  "With  the  economics,  they  just  won't  survive." 

When  Grimes  was  an  active  participant  in  the  Medicaid  program,  he  could 
collect  three  times  as  much  from  private  insurance  for  a  delivery  than  from 
Medicaid.  The  rates  have  since  been  raised  substantially,  from  J550  to  the 
current  payment  of  $900  for  a  vaginal  delivery  under  an  experimental  program 
launched  by  the  public  aid  department  to  encourage  greater  doctor  participatic 
in  Medicaid. 

But  for  Grimes,  there  is  no  going  back. 

"I  feel  badly  .  .  .  as  a  physician,  but  this  is  way  beyond  being  a  physicla 
problem.  It's  a  political  and  societal  problem,"  he  said. 

"You  cannot  pay  your  help  and  malpractice  insurance,  because  it  just  doesn' 
work,"  Grimes  said.  "If  you  have  private  paying  patients,  you  can  offset 
Indigent  care.  But  if  the  majority  is  indigent,  there's  nothing  to  offset  it 

Marvin  Powers  agrees,  enthusiastically. 
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Even  though  he  is  the  only  doctor  in  poverty-stricken  Pulaski  County,  he  wi 
not  accept  the  Medicaid  card.  From  his  office  in  Olmsted,  the  61-year-old  Powe 
has  watched  doctors  come  and  go  from  southern  Illinois  for  more  than  two 
decades.  "They  change  doctors  there  more  often  than  some  people  change  socka," 
he  said  of  the  clinic  in  Cairo. 

Through  it  all.  Powers  has  heard  enough  about  Medicaid  to  avoid  it. 

"Everybody  had  the  promise  of  quick  payment.  It  just  didn't  happen.  If  it 
did,  it  would  be  like  the  sun  coming  up  in  the  west,"  he  said. 

Accepting  Medicaid  is  "not  the  sort  of  thing  that's  a  satisfying  practice, 
went  to  medical  school  to  help  people,  not  to  fill  out  papers. 

"Physicians  are  not  stupid  people.  They  generally  gravitate  to  where 
practices  are  most  gratifying." 

Powers  said  his  refusal  to  take  Medicaid  is  a  question  of  choice. 
Thirty-year-oid  men  can  drink  and  smoke  and  abuse  themselves;  that  is  their 
choice.  Powers  reasons.  And  it  is  his  choice  that  he  be  paid  by  them-and  not  tt 
government-if  they  seek  medical  treatment.  He  said  he  will  treat  children  once 
without  charge,  but  will  ask  that  their  parents  pay  him  the  next  time. 

There  is  no  anger  in  Powers'  explanation.  He  is  calm,  polite.  He  is  also 
resolute  in  his  condemnation  of  a  welfare  system  he  says  promotes  dependence  ar 
encourages  overuse  and  abuse. 

Ironically,  Powers  spends  most  of  his  working  hours  as  medical  director  of 
the  Vienna  and  Shawnee  Correctional  centers,  where  "you're  dealing  with  people 
who  will  lie  at  the  drop  of  the  hat.  They'll  tell  you  what  you  want  to  hear,  ar 
they'll  name  the  medicines  they  want." 

The  big  difference  is,  he  gets  paid  regularly. 

Among  doctors,  there  is  no  indifference  toward  Medicaid.  Even  those  who  feel 
a  commitment  to  treat  the  poor  acknowledge  there  is  no  room  for  Schweitzer-like 
fantasies.  A  physician  cannot  practice  without  acknowledging  he  or  she  is 
running  a  business. 

The  business  aspect  of  medicine  is  taught  in  medical  schools,  which  Is  one 
reason  that  so  many  graduates  are  steered  away  from  Isolated  areas  where  high 
technology,  specialists  and  medical  backups  are  not  just  down  the  hall.  A  big 
part  of  the  teaching  of  medical  students  is  contained  in  a  warning  from  peers 
and  professors:  Avoid  Medicaid  if  you  can.  If  you  can't,  keep  it  at  a  minimum, 
no  more  than  30  percent  of  your  practice,  but  preferably  closer  to  10  percent. 

"I've  been  told  that  you  have  to  be  careful  of  the  mix  in  your  patient 
population.  At  this  time  I  don't  see  it  as  a  problem,  but  you've  got  to 
understand  that  I  haven't  gotten  into  the  business  aspects  of  the  practice," 
said  Dr.  Thomas  Staton,  a  recent  medical  school  graduate  who  has  joined  a 
private  practice  in  Metropolis. 

The  warning  registered  with  another  new  graduate.  Dr.  Rebecca  Hewitt,  who 
joined  a  private  practice  over  the  summer  in  rural  Altamont,  near  Effingham. 

"There  are  real  concerns  about  getting  into  Medicaid.  If  you  have  a  big 
Medicaid  population,  you  are  not  going  to  make  a  living  and  you  are  not  going  t 
stay,"  Hewitt  said.  "And  that's  the  truth." 

The  troubling  reality  of  Medicaid  in  rural  Illinois  is  one  that  is  all  too 
apparent  to  state  officials  in  charge  of  maintaining  this  listing,  leaking  boat 

Medicaid  recipients  in  rural  Illinois  are,  in  many  ways,  the  state's  boat 
people,  shunned  by  much  of  the  medical  establishment  and  in  search  of  what  mos 
people  take  for  granted.  Eventually  they  get  medical  care,  but  by  default. 

"Because  the  local  community  is  not  taking  public  aid  patients,  they  are  ju 
out  there  floating  around,  said  Dr.  Pearson,  in  Mt.  Vernon.  "And  when  they  get 
acutely  ill,  they  show  up  in  the  emergency  room  and  then  I  get  my  share  of 
those.  That's  where  it  comes  from." 

GRAPHIC:  PHOTOS  6  GRAPHICS  2 

PHOTO  (color):  Patients  at  a  Mt.  Vernon,  111.,  clinic  wait  to  see  a  doctor  who 

accepts  Medicaid  clients,  a  rarity  in  rural  areas.  Tribune  photo  by  Val 

Mazzenga. 

PHOTO:  Brenda  Franklin  has  to  travel  20  miles  from  Unity  to  Cairo  each  time 
she  wants  to  see  a  doctor.  She  may  make  the  trip  often  as  mother  of  three 
kids:  Bernard  in  her  arms,  daughter  Jennifer  and  son  Joseph. 

PHOTO:  Nurse  practitioner  Mary  Palmer  delivers  care  to  Marilyn  Tucker  in 
Cairo.  Palmer  finds  serving  a  disparate  rural  population  frustrating. 
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PHOTO:  Dorthea  Traeger  consults  Dr.  Richard  Garretson,  who  is  committed  to  a 
family  practice  in  Mt.  Vernon  that  mainly  serves  Medicaid  patients. 

PHOTO:  Keeshia  Woods,  18,  waits  for  a  prenatal  checkup  at  a  Cairo  clinic  that 
is  open  only  on  weekdays.  Rural  patients  worry  about  weekends. 

PHOTO:  Kathern  Foster,  her  husband,  Terry,  and  daughter,  Chania,  must  travel 
35  miles  to  a  Mt.  Vernon  clinic  that  takes  Medicaid  patients.  Tribune  photos 
by  Val  Mazzenga. 

GRAPHIC:  Rural  Medicaid:  Sparse  Care. 

Source:  Illinois  Department  of  Public  Aid,  Illinois  Hospital  Association,  U.S. 

Census  Bureau. 
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Free  medical  care  for  the  poor  is  a  noble  cause,  but  when  such  an  ambltiou: 
goal  is  not  well  thought  out,  it  evolves  into  the  financial  nightmare  Medicalc 
has  become.  Medicaid's  costs  have  grown  so  fast  and  so  big  that  states  must  c. 
back  on  other  programs,  such  as  education,  to  keep  up  with  the  bills.  And  in 
Illinois,  the  money  doesn't  keep  up,  leaving  doctors  and  other  health  provide: 
dangling  for  weeks  or  even  months  at  a  time  waiting  for  reimbursement. 

But  changing  the  system  has  its  own  stumbling  blocks.  The  sheer  volume  of 
bills  and  paperwork  for  1.4  million  Illinois  recipients  has  given  rise  to  a 
bureaucracy  that  is  slow  to  move  and  resistent  to  change.  Nobody  wants  to  pay 
more  for  Medicaid,  yet  one  of  the  reasons  Medicaid  delivers  such  dismal  healtf 
care  is  its  low  reimbursement  rates.  The  best  doctors  can  do  better  elsewhere. 
And  some  say  there  is  no  real  desire  to  change  the  system  or  those  who  have 
tried  in  the  past  would  have  had  some  success,  not  just  failure. 

And  every  year  the  costs  rise  and  the  state  budget  bleeds  more  dollars. 

y  ILLINOIS  BUDGET  HEMORRHAGE 

EACH  YEAR  THE  SYSTEM  ABSORBS  MORE  STATE  FUNDS 

y  In  the  warren  of  first  floor  offices  in  the  Capitol  in  Springfield,  a  gid 
bottle  of  Maalox  sits  atop  a  cluttered  desk. 

This  is  where  Deputy  Budget  Director  George  Hovanec ,  soft-spoken  and  slight 
disheveled,  toils  among  the  chaos  of  computer  spreadsheets,  economic  projectic 
and  thick  budget  manuals  scattered  across  nearly  every  horizontal  surface.  It 
also  where  Hovanec  has  spent  the  last  16  years  watching  the  startling  evolutic 
of  Medicaid's  assault  on  the  Illinois  treasury. 

Hovanec  can  quickly  make  sense  of  all  this  numerical  disorder,  but  finding 
acceptable  bottom  line  on  Medicaid  Is  another  matter.  That's  why  the  Maalox  it 
seldom  more  than  an  arm's  length  away. 
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Medicaid  has  becoms  the  largest  single  expenditure  in  the  state  budget. 
Since  the  first  Medicaid  budget  in  1966,  It  has  multiplied  54-fold,  to  $4.8 
»i   ^"  ^"  *^^*  current  fiscal  year.  Since  1990,  the  Medicaid  budget  has  more 
than  doubled,  while  spending  for  elementary  and  secondary  education  has  risen 
less  than  1  percent.  The  state's  higher  education  budget  dropped  2  percent 
during  that  time. 

Medicaid  is  not  one  of  those  important  but  arcane  issues  that  lurks  in  the 
background  and  seems  to  consume  only  the  thoughts  of  professional  bureaucrats 
trained  to  wrestle  with  numbers.  Its  bullying  influence  is  felt  far  beyond  the 
12  percent  of  the  state's  population  who  rely  on  Medicaid  for  health  care. 

It  is  the  reason  that  the  state  cigarette  tax  was  raised  by  14  cents  a  pack 
in  July. 

It  is  the  reason  that  private  paying  nursing  home  residents  were  slapped  wit 
the  so-called  Granny  Tax,  costing  them  at  least  $2,300  a  year  more  for  care. 

It  is  one  reason  why  hospital  cost  increases  continue  to  exceed  inflation. 
Hospitals  routinely  shift  the  cost  of  treating  Medicaid  patients  onto  the  bills 
of  private  paying  patients. 

And  it  is  a  major  reason  that  university  tuition  fees  and  local  property 
taxes  have  been  going  up. 

Medicaid  is  the  PAC-Man  of  state  governments,  gobbling  up  tax  dollars  as  if 
they  were  dots  on  a  computer  screen.  Short  of  pulling  the  plug  or  radically 
changing  the  rules  cf  the  program,  there  is  no  apparent  end  to  its  insatiable 
appetite. 

"We're  not  like  the  Romans  looking  at  the  Gauls.  We're  not  facing  slaughter, 
yet,"  said  Hovanec,  who  is  known  for  keeping  his  cool  under  pressure. 

"But  the  numbers  are  just  incredible." 

Medicaid  has  changed  the  game  of  governing.  The  days  of  finding  extra 
millions  for  education  or  politically  popular  projects  are  dwindling  fast.  So 
are  the  days  when  taxpayers  can  dismiss  Medicaid  as  just  another  obscure  welfar 
program  that  doesn't  affect  them. 

How  did  this  happen?  Who's  to  blame? 

Like  many  things  conceived  in  the  political  arena,  it  is  what  happens  to  a 
good  idea  that  was  not  well  thought  out.  Once  in  place,  it  became  entrenched, 
protected  by  special  interests.  Over  time,  it  was  neglected.  Opportunities  to 
fix  it  were  missed,  and  efforts  to  correct  its  course  only  seemed  to  make  an 
already  Intractable  problem  worse. 

"It  was  never  intended  to  be  what  it's  become,  and  therefore  I  would  argue 
that  it  is  not  an  accident  that  it  doesn't  work,"  said  Brian  Roherty,  executive 
director  of  the  National  Association  of  State  Budget  Officers. 

"It's  clearly  a  program  that  is  out  of  control." 

Medicaid  was  undeniably  an  afterthought  in  the  monumental  1965  legislative 
struggle  that  produced  Medicare,  the  health-care  program  for  the  aged.  A  produc 
of  President  Lyndon  Johnson's  Great  Society,  Medicaid  was  the  little-noticed 
caboose  to  Medicare,  tacked  on  to  appease  Rep.  Wilbur  Mills,  the  powerful 
chalrjnan  of  the  House  Ways  and  Means  Committee.  Mills  wanted  federal  help  to 
aaslst  smaller  states  with  welfare  programs,  and  Medicaid  was  his  vehicle. 

Its  "ultimate  goal  is  to  make  medical  care  of  high  quality  readily  available 
to  those  unable  to  pay  for  it,"  according  to  i  handbook  from  the  Department  of 
Health,  Education  and  Wei  fare-now  the  Department  of  Health  and  Human  Services. 

If  Medicaid  had  stuck  to  its  original  mission-providing  health  care  to  poor 
women  and  children- it  might  have  been  less  troubled  than  it  is  now.  It  certainl 
would  have  been  less  costly.  But  Johnson's  emphasis  was  on  establishing  access 
to  medical  care,  not  controlling  health-care  costs. 

Because  Medicaid  was  linked  to  qualification  for  welfare  benefits,  it  was, 
from  the  beginning,  saddled  with  a  social  stigma  and-unllke  Medicare,  which  was 
tied  to  Social  Security  and  had  its  own  trust  fund-it  was  burdened  with  the 
requirement  of  obtaining  annual  congressional  approval  for  funding.  Paying  for 
Medicaid  was  a  joint  federal-state  responsibility,  with  the  states  administerir. 
the  program. 

Medicare  and  Medicaid  ushered  in  large  increases  in  health-care  spending. 
"We  knew  in  '68  that  we  were  in  deep  trouble,"  said  Joseph  Calif ano,  the  HEW 
secretary  under  President  Jimmy  Carter,  and,  at  the  time,  Johnson's  chief 
domestic  adviser.  Little  did  Califano  know  that  there  was  much  worse  to  come. 
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John  Knowles,  general  director  of  Massachusetts  General  Hospital  in  Boston, 
saw  it  coming  in  1969  and  issued  a  statement  that  proved  to  be  prophetic:  "The 
present  Medicaid  program  is  a  poor  one,  with  no  standards.  It  is  implemented 
largely  by. state  welfare  departments  which  are  overworked  and  understaffed,  and 
carried  out  in  many  instances  by  marginal  practitioners  in  marginal  facilities, 
Knowles  said. 

The  warnings  were  ignored.  Although  Medicaid  cost  Illinois  only  $219  million 
in  1970,  it  was  becoming  entrenched,  reaffirming  the  political  dictate  that  one 
a  program  is  in  place,  it  is  extremely  difficult  to  take  it  away.  Changes  were 
coming,  and  they  would  take  Medicaid  to  the  point  of  no  return. 

In  1972,  nursing  home  care  was  added  to  Medicaid's  coverage,  as  was  coverage 
for  the  mentally  retarded  in  intermediate  care  facilities.  Suddenly  the  program 
designed  to  assist  women  and  children  was  radically  and  expensively  altered. 

Today,  almost  half  the  recipients  of  Medicaid  are  children,  yet  only  15 
percent  of  the  money  goes  to  treat  children.  Two-thirds  of  the  Medicaid  budget 
is  going  toward  the  treatment  of  the  blind,  disabled  and  people  over  65.  While 
Medicaid  pays  about  45  percent  of  the  nursing  home  care  bill  in  this  country. 
Medicare  pays  about  2  percent. 

In  the  early  1970s,  some  governors,  including  Illinois'  Richard  Ogilvie, 
quickly  recognized  the  open-ended  nature  of  Medicaid's  cost  threat  and 
complained  that  the  program  could  soon  bankrupt  the  states.  Another  was 
California  Gov.  Ronald  Reagan  who,  ironically,  would  sign  into  law  bills  that 
triggered  the  enormous  cost  eruptions  that  now  threaten  state  treasuries. 

Today's  gimmicks  employed  to  handle  the  cost  pressures-pay  freezes,  pay  cuts 
and  slower  payments  to  doctors,  hospitals,  nursing  homes,  pharmacies  and  other 
health  providers-are  not  new.  Ogilvie  and  his  successor,  Dan  Walker,  establlshe 
the  precedent.  From  1970  to  1975,  Medicaid  spending  in  Illinois  more  than 
tripled,  to  $686  million.  It  would  double  again  in  five  years. 

The  most  serious  effort-and  perhaps  the  last,  best  chance  the  states  would 
have  to  rid  themselves  of  the  scourge  of  Medicaid-came  in  the  late  1970s  when 
the  National  Governors  Association  proposed  a  trade  with  the  federal  government 
The  states  would  take  full  responsibility  for  the  Aid  to  Families  with  Dependen- 
Children  program  in  exchange  for  Washington's  taking  over  Medicaid.  The  trade 
broke  down  over  the  issue  of  who  would  pay  for  long-term  care. 

There  continued  to  be  moves,  such  as  those  by  Gov.  James  Thompson,  to  cut 
Medicaid  services  and  freeze  payments  to  providers .  "We  had  one  of  those 
Cadillac  programs  in  Illinois,"  Thompson  said  in  1981.  "We  offered  every 
optional  medical  service  there  was.  No  more.  We're  going  to  the  used-car 
program. " 

In  1982,  Thompson  said  Medicaid  should  be  scrapped,  warning  that  the  program 
"is  nothing  less  ominous  than  a  system  that  can  bankrupt  our  state."  In  the 
meantime,  hospitals  sued  the  state  and  eventually  won  their  claim  that  payments 
should  not  be  cut.  Costs  continued  to  climb. 

While  Illinois  and  other  states  struggled  with  Medicaid,  Reagan,  by  then 
president,  was  attempting  to  redefine  government  in  ways  that  would  have  a 
profound  impact  on  the  states.  By  cutting  certain  government  programs  and 
cutting  taxes,  Reagan  sowed  the  seeds  of  a  cost  squeeze  that  put  many  states  in 
the  financial  vise.  Tax  cut  fever,  brought  about  by  California's  Proposition  13 
would  eventually  infect  Illinois  politicians,  only  compounding  the  state's 
financial  problems. 

Reagan's  restriction  of  eligibility  for  Aid  to  Families  with  Dependent 
Children  forced  about  2  fflillion  recipients  from  the  welfare  rolls.  By  1984  then 
was  a  growing  realization  in  Washington  and  state  capitals  that  the  cuts  were 
too  severe.  One  study  in  California  showed  that  the  health  of  children  and  the 
elderly  was  affected  by  the  Reagan  cutback.  That  forced  a  policy  reversal  and 
gave  birth  to  the  nemesis  of  the  states,  Medicaid  mandates. 

Congress  approved  and  Reagan  signed  mandates  that  forced  the  states  to  pay 
for  health  services  to  previously  uncovered  people,  such  as  children  up  to  the 
age  of  6  and  pregnant  women  with  incomes  above  the  poverty  level.  They  also 
expanded  coverage  for  the  elderly  and  disabled  and  newly  legalized  aliens.  The 
Impact  of  these  would  take  hold  in  Illinois  in  1991.  In  1992,  the  Medicaid 
budget  shot  up  54  percent. 

The  impact  on  education  and  other  state  services  was  magnified  by  the  Genera 
Assembly's  decisions  during  the  1980s  to  cut  taxes  twice,  satisfying  voters  at 
election  time  but  depleting  available  resources  to  pay  for  new  Medicaid  demands 

"We  were  not  real  thrilled  with  the  tax  cut,"  said  Hovanec.  But  there  was  no 
stopping  them. 

And  there  was  no  stopping  the  mandates,  which  cost  Illinois  about  $295 
million  in  1992,  according  to  the  Bureau  of  the  Budget. 
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Part  of  the  Impetus  behind  the  mandates  was  to  force  the  states  to  provide 
services  that  the  original  Medicaid  bill  gave  them  the  freedom  not  to  offer. 
The  mandates  amounted  to  an  admission  that  the  original  Medicaid  law  failed  to 
develop,  as  a  1968  HEW  handbook  on  Medicaid  said,  "a  program  that  is  sound, 
acceptable  and  moving  toward  excellence." 

The  biggest  mandated  cost  was  not  the  one  paying  for  pregnant  women  and 
children,  a  General  Accounting  Office  report  said,  but  to  cover  services  for  th 
elderly  and  disabled.  An  Urban  Institute  study  confirmed  that  the  aging  of 
America  was  exacting  a  heavy  toll  from  Medicaid. 

Although  low-income  families  constituted  nearly  three- fourths  of  total 
Medicaid  beneficiaries,  the  aged  and  disabled  accounted  for  nearly  two-thirds  c 
the  program  spending.  In  1991,  the  per-benef iciary  cost  of  children  was  $1,086 
and  $1,844  for  adults.  For  the  aged  and  disabled,  the  costs  were  $8,254  and 
$7,789,  respectively. 

Perhaps  the  most  open-ended  threat  is  the  so-called  Boren  Amendment,  a 
vaguely  defined  but  powerful  law  that  requires  state  reimbursement  to  Medicaid 
inpatient  facilities  to  be  "reasonable  and  adequate." 

A  1990  Supreme  Court  decision  gave  hospitals  and  nursing  homes  the  right  to 
use  the  Boren  Amendment  as  a  basis  to  sue  the  states  for  higher  payments. 
Rather  than  risk  having  a  judge  determine  health  care  spending,  as  some  are 
doing  in  the  areas  of  education  and  corrections,  states  are  giving  inpatient 
facilities  much  of  what  they  want. 

"The  fear  of  the  unknown  clearly  allowed  people  to  be  more  liberal  in  their 
controlling  of  costs.  They  will  give  10  percent  rather  than  be  forced  to  give  2 
percent,"  Hovanec  said.  "It's  like  giving  a  big  piece  of  Medicaid  to  a  judge." 

Still,  Boren  has  been  no  windfall  for  hospitals.  Illinois  Masonic  Medical 
Center  said  it  spent  almost  $40  million  on  Medicaid  patients  in  1991,  but  was 
reimbursed  only  $4  million  by  the  state. 

The  election  of  former  Gov.  Bill  Clinton  as  president  gave  his  former 
colleagues  hope  that  he  would  bring  to  the  White  House  a  new  sensitivity  to  the 
states'  plight.  But  despite  some  early  encouraging  words  suggesting  a  new 
flexibility  for  the  states,  little  has  changed  to  relieve  the  financial 
pressures . 

That  was  clear  over  the  summer  as  the  General  Assembly  courted  crisis  in  the 
Medicaid  system  with  a  prolonged  stalemate  over  a  $1  billion  tax  package  aimed 
at  attracting  federal  Medicaid  dollars.  Without  the  approval  of  the  Medicaid 
assessment,  almost  two  dozen  hospitals-most  of  them  in  Chicago-could  have  been 
forced  to  close  and  all  providers  would  have  suffered  deep  cuts  in  payments. 

Medicaid-not  the  quality  of  care,  but  the  amount  of  the  bill-dictated  the 
terms  of  the  legislative  debate.  Without  the  assessment,  education  and  mental 
health  also  would  have  suffered  severe  cuts. 

The  financial  uncertainty  was  resolved  with  passage  of  the  cigarette  tax  and 
the  renewal  of  a  tax  on  hospitals.  That  settled  it,  for  this  year.  Next  year  is 
another  question. 

Hard  choices  are  needed,  said  Robert  Mandeville,  the  former  state  budget 
director.  Time  is  running  out. 

"That  Medicaid  has  worked  as  well  as  it  has  for  25  years  is  amazing.  That  it 
can  survive  its  current  growth  rate  for  another  25  would  be  a  miracle." 

TUESDAY:  There  are  no  easy  fixes  for  the  mess  of  Medicaid,  and  even  the 
difficult  solutions  carry  no  guarantees. 

GRAPHIC:  PHOTOS  4 

PHOTO:  George  Hovanec  juggles  the  fiscal  process  that  keeps  Medicaid  afloat  in 

the  short  run  but  not  in  the  long.  Tribune  photo  by  Ovie  Carter. 

PHOTO:  Randy  Zimmerli  files  Medicaid  bills  that  inundate  the  Illinois 
Department  of  Public  Aid  in  a  never  ending  flow.  With  1.4  million  recipients 
of  Medicaid  in  Illinois,  the  paperwork  generated  is  enormous.  Photo  for  the 
Tribune  by  Jim  Koenigsaecker/AP. 

PHOTO:  Department  of  Public  Aid  workers  in  Springfield  open  and  sort  stacks  of 
Medicaid  bills  to  be  processed  for  payment.  They  are  just  one  small  cog  in  a 
vast  bureaucracy  that  administers  and  implements  the  program.  Tribune  photo  by 
Ovie  Carter. 

PHOTO  (color):  Valerie  Brown  of  Erie  Family  Health  Center  in  Chicago  leafs 
through  just  some  of  a  day's  appointments.  Tribune  photo  by  Chris  Walker. 

GRAPHIC:  Medicaid.  System  in  Chaos.  Part  8:  Budget 

Chicago  Tribune. 

See  microfilm  for  complete  graphic. 
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Like  the  road  to  hell,  the  federal  Medicaid  program  now  pushing  Il/llnois  ana 
other  states  to  the  brink  of  fiscal  ruin  was  built  with  good  Intentions. 

It  was  the  hope  of  then-President  Lyndon  Johnson  and  his  Great  Society  allie 
in  Congress,  when  they  created  Medicaid  in  1965,  that  no  American  would  be 
denied  basic  health  care  because  of  inability  to  afford  it. 

It  is  still  a  worthy  goal. 

But  three  decades  of  frustration  have  taught  a  hard  lesson  about  the 
interwoven  problems  of  poverty  and  medical  care:  Money  alone  is  not  the  answer. 
Not  the  $35  billion  spent  on  Medicaid  10  years  ago;  not  the  $120  billion  to  be 
spent  this  year;  not  the  $190  billion  that  will  be  spent  in  1995  if  the  cost 
spiral  continues. 

If  that  happens,  Illinois  residents  can  forget  about  more  state  aid  for 
public  schools,  or  child  welfare  programs,  or  roads  or  public  safety.  The 
biggest,  fastest-growing  program  in  the  state  budget,  Medicaid  threatens  to 
pre-empt  all  future  state  initiatives.  .  .  unless  something  is  done. 

Over  the  last  10  days  the  Tribune  has  published  a  series  of  stories  that 
chronicle,  in  heartbreaking  detail,  Medicaid's  failure  to  deliver  quality 
medical  care  to  the  poor,  or  fair  value  to  taxpayers. 

Investigative  reporters  Bonita  Brodt,  Maurice  Possley  and  Tim  Jones  examined 
80  million  computerized  payment  records,  interviewed  hundreds  of  officials  and 
experts,  and  went  inside  scores  of  sleazy  inner-city  "clinics"  to  see  how 
assembly-line  medicine  enriches  the  greedy  and  exploits  the  needy. 

The  series,  "Medicaid-System  in  Chaos,"  sounds  a  timely  alarm.  Immediate 
action  is  required  if  states  like  Illinois  are  to  avoid  fiscal  disaster.  But 
beyond  that,  the  mess  that  is  Medicaid  ought  to  serve  as  a  "how  not  to"  lesson 
for  Congress  as  it  tackles  general  health  care  reform. 

In  order  to  stop  the  worst  of  the  abuses  detailed  by  the  Tribune  series,  Gov 
Jim  Edgar  and  the  state  legislature  should  act  immediately  to  stop  patients  fror 
"shopping"  the  system,  going  from  clinic  to  clinic  obtaining  addictive  narcotic: 
or  hypodermic  syringes  for  their  own  use  or  resale  on  the  street.  Doctors  and 
clinics  that  "game"  the  system  by  prescribing  and  selling  the  stuff  should  be 
tracked  down  and  banished  from  the  reimbursement  rolls. 

Medicaid  patients  ought  to  be  required  to  choose  a  single  primary  care 
physician,  or  better  yet,  a  health  maintenance  organization  (HMO),  that  would 
manage  the  quality  and  quantity  of  care  provided.  Every  patient  should  pay 
something,  even  if  just  $l-per-visit,  to  discourage  overuse. 

Besides  revising  federal  rules. so  states  can  put  their  houses  in  order. 
Congress  needs  to  keep  Medicaid  in  mind  as  it  tackles  health  reform. 

Funding  for  nursing  home  care  should  be  shifted  out  of  Medicaid,  for 
instance,  where  it  gobbles  up  money  intended  for  the  care  of  mothers  and 
children.  Perhaps  a  partial  subsidy  for  long-term  care  could  be  made  part  of  th 
Medicare  program,  where  it  more  logically  fits. 

Ultimately,  the  poor  will  not  get  good  and  efficient  care  until  they  are 
treated  the  same  as  everyone  else.  Any  reform  worthy  of  the  name  must  take  that 
approach. 

These  United  States  can  no  longer  afford,  morally  or  fiscally,  to  run  a 
second-class  health  system  for  the  least  fortunate  among  us. 
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Begun  as  a  government  health-care  program  for  poor  women  and  children, 
Medicaid  has  degenerated  into  a  whole  new  set  of  problems  that  is  a  drain  on  th 
public  treasury. 

Taxpayers  picked  up  a  $119  billion  tab  last  year,  and  that  is  projected  to 
more  than  double  by  1997. 

Medicaid  started  small,  then  mushroomed,  covering  millions  of  welfare 
recipients.  Free  medical  care  became  just  another  government  handout,  an 
incentive  for  people  to  stay  on  the  welfare  rolls. 

Along  the  way,  Medicaid  was  expanded  to  provide  benefits  for  people  on 
disability  and  working  people  who  didn't  make  enough  money  to  pay  their  medical 
bills.  And  it  didn't  take  long  to  become  a  financial  lifeline  for  major 
institutions  like  hospitals,  nursing  homes,  facilities  for  the  disabled  and 
Institutions  that  provide  long-term  care. 

It  wasn't  until  Medicaid  costs  started  squeezing  state  budgets  and 
contributing  to  tax  increases  and  service  cuts  that  people  started  to  take 
notice. 

But  there  will  be  no  quick  fix  and,  whatever  is  done,  it  will  be  expensive. 

y  A  MILLION  HERE,  A  BILLION  THERE 

MONEY'S  NO  SUBSTITUTE  FOR  RADICAL  SURGERY  ON  A  SICK  SYSTEM 

y  Medicaid  is  officially  the  health-care  payment  system  for  the  poor,  but  in 
many  ways  it  has  become  an  illusion. 

It  is  an  illusion  that  the  billions  spent  by  Medicaid  go  mostly  toward  the 
health  care  of  those  on  public  assistance.  Most  of  the  money  pays  for  hospital 
and  nursing  home  care  for  the  elderly. 

It  is  an  illusion  that  most  Medicaid  recipients  are  black.  Forty-three 
percent  of  the  31  million  Americans  on  Medicaid  last  year  were  white,  while  24 
percent  were  black. 

And  it  is  an  illusion  that  quality  medical  care  is  being  dispensed  to  all 
Medicaid  recipients.  This  is  a  second-class  health  care  system  that  in  urban 
areas  relies  heavily  on  storefront  clinics  staffed  by  doctors  who  have  little 
no  expertise  in  the  health  problems  of  the  urban  poor. 

But  there  is  nothing  illusory  about  the  $119  billion  price  tag  taxpayers 
picked  up  last  year,  which  is  projected  to  more  than  double  by  1997. 

Medicaid  is  not  what  it  seems,  not  what  it  was  supposed  to  be  and  it  is  no 
working. 

Nearly  three  decades  of  Medicaid  have  seen  generations  of  poor  people  grow 
not  knowing  what  proper  health  care  is.  Through  the  indifference  of  pollticia 
and  the  neglect  of  those  who  administer  the  program,  it  has  shaped  the  attitu 
and  behavior  of  hundreds  of  thousands  of  patients,  often  in  confounding  and 
disturbing  ways.  A  hasty  temperature  check,  no  physical  exam  and  drugs  on  dem. 
are  what  many  recipients  have  come  to  expect. 

"You  go  to  the  suburbs  and  tell  (patients)  they're  OK,  and  they're  elated. 
You  tell  them  that  here  and  they  want  five  medications  and  two  shots,"  said  D. 
Russell  Blssell,  a  South  Side  Chicago  storefront  doctor.  "I've  never  run  into 
that  before,  but  I'm  learning." 

Medicaid  is  a  system  that  breeds  contempt  among  recipients,  health-care 
providers  and  taxpayers.  Fixing  it  may  be  impossible. 

Such  an  assessment  would  have  been  dismissed  as  blasphemy  by  President  Lync 
Johnson,  who  had  an  unshakable  faith  that  government  and  dollars  would  prevai. 
In  the  war  on  poverty.  To  Johnson  and  his  Great  Society  architects,  nearly  al. 
things  were  possible  in  the  mid- 19608. 
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But  government's  good  intentions  often  create  a  whole  new  set  of  problems 
that  are  visible  only  after  they  have  become  woven  tightly  into  the  patterns  c 
dally  life. 

The  problems  that  have  come  to  shape  the  landscape  of  Medicaid  are 
entrenched. 

Medicaid  has  become  a  financial  nightmare  not  unlike  the  Vietnam  War  that  e 
bedeviled  Johnson.  The  enemy  is  relentless  but  hard  to  find,  and  pouring  more 
money  into  the  fight  seems  only  to  run  up  the  casualties.  The  victims  and 
villains  are  one  and  the  same:  patients,  doctors,  hospitals,  pharmacies,  publi 
aid  departments.  This  is  a  costly  guagmire  for  taxpayers  and  there  is  no  easy 
avenue  of  escape. 

Public  disgust  with  welfare,  the  scarcity  of  money  and  the  folly  of  simply 
pouring  more  of  it  into  highly  publicized  wars  on  poverty,  drugs  and  crime  see 
to  have  shaped  a  new  generation  of  political  thinking.  President  Clinton 
emphasized  some  of  that  sentiment  when  he  proposed  his  national  health  Insuran 
package  in  September. 

"The  United  States  spends  over  a  third  more  of  its  income  on  health  care  th 
any  other  nation  on  Earth,"  Clinton  said.  "There  is  no  excuse  for  this  kind  of 
system. " 

No  excuse,  perhaps,  but  there  is  an  explanation. 

For  years,  Medicaid  grew  under  the  guise  of  health  care.  From  its  modest 
initial  intent-to  pay  for  the  medical  care  for  women  and  children-it  became  a 
program  covering  millions  of  other  welfare  recipients.  Because  it  was  an 
automatic  benefit  for  people  on  cash  assistance,  the  promise  of  free  medical 
coverage  became  an  incentive  for  people  to  stay  on  the  welfare  rolls. 

Along  the  way,  Medicaid  was  expanded  to  provide  free  health  benefits  for 
people  on  disability  as  well  as  working  people  who  had  jobs  but  did  not  make 
enough  money  to  pay  their  medical  bills. 

And  it  did  not  take  long  for  Medicaid  and  its  promise  of  public  money  to 
become  a  financial  lifeline  for  major  institutions  like  hospitals,  nursing 
homes,  facilities  for  the  disabled  and  institutions  that  provide  long-term  car 

The  simple  act  of  going  to  the  doctor  was  neglected,  overshadowed  by  these 
larger,  big-money  Medicaid  concerns. 

All  of  which  bred  a  system  that  was  separate  from  what  the  rest  of  America 
would  know  as  health  care. 

Abuses  of  the  Medicaid  program-the  shoddy  health  care,  the  rip-offs  by  the 
patients,  the  bills  paid  with  no  guarantee  that  the  money  was  well  spent-are  b 
no  means  recent  developments. 

For  the  patients,  the  service  was  free,  so  there  was  no  accountability  on  t. 
part  of  the  recipients.  Providers,  wittingly  and  unwittingly,  relaxed  into  a 
system  that  fostered  low  expectations. 

And  Medicaid,  for  many  of  the  people  who  were  entitled  to  it,  became  just 
another  government  handout,  a  benefit  that  provided  medicines  for  the  asking 
that  could  even  be  used  to  boost  their  government  income  when  sold  on  the 
street . 

To  the  public,  much  of  this  was  dismissed  as  predictable  welfare  abuse  that 
although  appalling,  didn't  have  much  impact  on  most  Americans. 

It  wasn't  until  Medicaid  costs  started  squeezing  state  budgets  and 
contributing  to  tax  hikes  and  service  cuts  that  people  started  to  take  notice. 

There  are  several  truths  in  the  debate  over  Medicaid. 

One  is  that  Congress  and  the  states  must  share  much  of  the  blame  for  the 
predicament  they  are  in. 

Congress  created  Medicaid,  and  both  Congress  and  the  states  neglected  the 
accumulating  problems  because  neither  had  the  political  gumption  to  do  the  job 
right. 

Another  is  that  there  is  no  quick  fix.  The  roots  of  the  problem  reach  beyonc 
health  care  to  the  economic  decline  of  cities  and  towns,  unemployment,  poor 
housing,  poor  education,  illiteracy,  crime  and  racism.  It  can  be  argued  that 
Medicaid  should  not  be  picking  up  a  hefty  part  of  the  tab  for  the  long-term  car 
of  senior  citizens;  that  logically  belongs  under  Medicare,  the  health-care 
program  for  the  elderly. 
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Perhaps  the  major  truth  is  recognizing  that  money  is  the  overriding 
consideration.  Health-care  professionals  will  talk  passionately  of  the  need  to 
improve  access  to  good  medical  care,  but  the  bottom  line  here  is  money. 
Medicaid  is,  as  Illinois  Hospital  Association  President  Kenneth  Robbins  said,  ■ 
fiscal  policy,  not  a  health  policy." 

It's  easier  to  object  to  this  year's  cost  than  envision  next  year's  potentia 
savings.  That  means  efforts  to  improve  the  program  have  often  fallen  victim  to 
other  more  pressing  fiscal  concerns. 

In  his  52-minute  address  to  the  nation,  Clinton  mentioned  Medicaid  only  once 
And  it  was  in  reference  to  its  spiraling  cost  demands.  Fixing  Medicaid  appears, 
at  best,  to  be  a  secondary  priority. 

"What  we  are  now  doing  in  Medicaid  is  paying  the  price  for  not  having  a 
comprehensive  health-care  system  that  covers  all  Americans  plus  controls  costs, 
said  Drew  Altman,  president  of  the  Kaiser  Family  Foundation,  which  funded  a  199 
study  of  Medicaid. 

So  what's  to  be  done?  Medicaid  could  be  scrapped  altogether.  But,  without  a 
comprehensive  replacement,  the  health  care  of  millions  of  genuinely  sick 
Americans  would  be  jeopardized.  If  there  is  no  Medicaid,  who  would  take  care  of 
people  the  established  medical  community  is  reluctant  to  treat?  If  there  are  no 
storefront  clinics,  who  would  fill  the  void? 

But  it's  not  just  the  Medicaid  program  that  has  to  be  reckoned  with.  Years  o 
neglect  have  nurtured  problems  so  entrenched  that  they  will  not  be  simple  to 
change.  Just  fixing  who  pays  the  bills  and  how  much  is  spent  will  not  have  a 
real  impact  on  changing  the  behavior  of  patients  and  providers  who  have  come  to 
accept  what  Medicaid  is. 

The  Clinton  response  is  a  national  health  plan. 

"With  this  card,"  Clinton  said,  referring  to  the  health  security  card  all 
Americans  would  receive  under  his  health  plan,  "you're  covered." 

Medicaid  recipients  have  heard  that  one  before.  The  Medicaid  card  guarantees 

nothing  except  that  taxpayers  will  pay  for  whatever  happens,  be  it  good,  bad  or 

ridiculous.  The  Medicaid  card  is  a  paper  chameleon,  changing  to  reflect  whateve 
Medicaid  tolerates. 

The  systemic  problems  and  abuses  documented  during  the  three  years  that 
Tribune  reporters  examined  the  inner  workings  of  the  state's  Medicaid  program 
did  not  just  happen  yesterday,  nor  can  they  be  fixed  tomorrow. 

For  almost  as  long  as  Medicaid  has  been  in  existence,  it  has  been  criticized 
as  perpetuating  a  second-class  medical  world  for  the  poorest  citizens. 

Opportunities  for  change  have  often  been  reduced  to  patching  up  a  health  can 
policy  flawed  from  the  beginning.  Absent  the  will  to  retool  a  troubled  program, 
it  is  almost  an  impossible  task  to  affect  change. 

Taxpayers  who  have  seen  the  abuses  and  inefficiencies  in  Medicaid  can  hard 
be  reassured  that  the  government  may  soon  be  administering  the  health  care  of 
250  million  Americans. 

And  state  Medicaid  officials  wonder  if  there  will  be  any  financial  relief 
from  a  program  that  in  many  places,  including  Illinois,  is  the  biggest  single 
item  in  the  budget,  and  growing. 

Under  the  Clinton  plan,  Medicaid  recipients  would  join  health  alliances,  t 
same  as  everyone  else.  The  states  and  the  federal  government  would  pay  for  ce 
as  long  as  Its  cost,  stays  at  or  below  the  average  of  all  of  the  health  plans 
offered. 

"They  keep  coming  back  to  the  promise  they  made  that  nobody  is  supposed  to 
any  worse  off  after  reform  than  they  are  now,"  Ray  Hanley,  the  Medicaid  direc 
in  Arkansas,  said  of  the  Clinton  health  plan  architects. 

But  Hanley  is  afraid  the  states  will  have  to  pay  more  to  keep  the  politica 
promise  that  no  one  will  be  worse  off.  That  could  mean  more  money  drained  froi 
education  and  other  state  services  to  satisfy  Medicaid's  increasingly  voracio. 
appetite. 

"I  think  the  debate  changes  now,  and  it  will  change  for  Congress,  '  said  Ca: 
Volpe   lobbyist  for  the  National  Governors  Association.  "We  are  at  the  point 
where'the  expenditures  for  Medicaid  are  reducing  (lawmakers')  ability  to  do 
other  things.  It's  tying  their  hands." 

some  states  aren't  waiting  for  Washington  and  are  moving  ahead  with  their  c 
hoKlth  reform  plans.  The  states'  approaches  reflect  both  their  impatience  witt 
w.Bhinaton  and  a  recognition-perhaps  belated-that  Clinton,  their  former 
statehouse  colleague,  isn't  going  to  come  to  their  rescue,  at  least  not  in  a  t 
way. 
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states  have  been  bandaging  the  budgetary  wounds  from  Medicaid  for  the  last 
several  years,  enacting  cigarette  tax  increases,  sales  taxes  on  services  and 
previously  untaxed  items,  and  slashing  programs  to  compensate  for  increased 
Medicaid  demands.  Some  states,  like  Michigan  and  Illinois,  have  cut  general 
assistance,  the  welfare  program  for  single  males  without  disabilities.  Other 
states  have  restricted  Medicaid  services,  such  as  office  visits  and 
prescriptions.  These,  however,  are  only  temporary,  first-aid  fixes  that  will  r 
stop  the  bleeding. 

With  Medicaid,  states  are  beginning  to  address  the  difficult  issues  that 
apply  to  the  entire  health-care  system:  requiring  co-payment  for  services, 
restricting  patients'  choice  of  doctors,  eliminating  the  profit  incentive  for 
doctors  to  practice  assembly-line  medicine,  putting  in  place  "gateJceepers"  to 
determine  whether  medical  services  are  necessary  and  limiting  the  types  of 
services  that  will  be  covered. 

Oregon  is  among  the  states  at  the  forefront  of  reform.  Gov.  Barbara  Roberts 
has  signed  into  law  a  bill  expanding  Medicaid  to  cover  all  Oregonlans  under  t^ 
federal  poverty  line. 

This  expansion,  however,  is  balanced  by  a  priority  list  that  limits  the 
services  and  procedures  available  to  Medicaid  beneficiaries. 

This  medical  rationing  approach  was  prohibited  by  the  federal  government  las 
year  on  the  ground  that  it  violated  the  Americans  with  Disabilities  Act.  Orego 
health-care  officials  revised  the  program  and  the  state  won  federal  approval  in 
March.  The  plan  is  scheduled  to  go  into  effect  in  January. 

Tennessee  is  moving  to  replace  Medicaid  entirely  with  a  program  that  would 
provide  health  care  coverage  to  Medicaid-eligible  recipients  as  well  as  to  the 
uninsured.  The  program,  called  TennCare,  would  be  funded  by  state  and  federal 
health-care  dollars. 

TennCare  plans,  much  like  the  health-care  alliances  envisioned  in  the  Clinto 
plan,  would  be  given  a  per-capita  expenditure  target  to  help  control  spending. 
Costs  also  would  be  partially  offset  by  co-payments  and  premiums  assessed  on 
Individuals  with  incomes  between  100  percent  and  199  percent  of  the  poverty 
level.  People  whose  income  is  higher  than  that  would  pay  higher  co-payments  and 
premiums  and  would  also  have  deductibles  attached  to  their  coverage. 

The  state  of  Washington  has  enacted  a  health-care  plan  covering  all  state 
residents,  effective  in  1998.  There  have  been  legislative  discussions  in 
Springfield  about  universal  coverage,  but  they  have  not  gotten  beyond  the 
talking  stage. 

Illinois  has  long  lagged  behind  other  states  in  efforts  to  make  the  kind  of 
changes  in  the  Medicaid  program  that  would  make  it  a  more  accountable  system-to 
the  patient  and  the  taxpayer  alike. 

In  the  last  three  years,  as  Medicaid  costs  have  really  exploded,  only  two 
significant  changes  have  evolved.  Both  are  only  partial  solutions. 

The  first.  Healthy  Moms/Healthy  Kids,  the  state's  most  ambitious  Medicaid 
managed  care  program,  was  cut  back  before  it  began:  the  fiscal  1994  program  was 
cut  from  $87.1  million  to  $57.3  million. 

Patients  are  assigned  to  the  care  of  one  doctor.  Case  managers,  with  the  hel; 
of  a  computerized  tracking  system,  have  a  client's  medical  history  on  file  and 
work  to  arrange  appointments,  transportation,  and  provide  the  follow-up  to 
medical  care  and  referral  to  other  support  agencies  necessary. 

This  year  only  pregnant  women  and  new  additions  to  the  welfare  rolls  are 

being  signed  up.  By  Sept.  30,  a  total  of  33,833  patients  were  locked  in 

statewide.  Starting  in  January  1994,  all  other  children  and  their  mothers 
gradually  will  be  enrolled. 

But  it  will  not  deal  with  everyone  on  Medicaid-only  pregnant  women,  mothers 
of  children  up  to  age  6  and  children  up  to  20.  It  was  launched  so  quickly  that 
there  were  problems  with  computer  programming  and  assignment  of  patients  to  the 
wrong  doctors . 

Though  they  will  be  locked  into  one  physician,  patients  can  still  visit  the 
emergency  room  at  will-a  problem  that  already  costs  Medicaid  millions  of  dollars 
each  year. 

A  second  program  is  designed  to  curb  the  practice  known  as  "shopping,"  where 
patients  visit  many  doctors  to  obtain  multiple  prescriptions.  Called  Refill  Too 
Soon,  pharmacies  are  linked  to  Medicaid  by  computer  to  prevent  patients  from 
filling  prescriptions  more  often  than  necessary. 

There  are  164  pharmacies  not  yet  hooked  up  to  the  computer.  In  addition. 
Refill  Too  Soon  does  not  not  stop  patients  from  visiting  many  physicians,  whic 
is  where  shopping  starts. 

All  of  these  state  plans  and  others  are  intended  to  make  better  use  of 
health-care  dollars  and  impose  some  controls  on  spending.  Some,  like  Washingtc 
state's,  may  even  provide  a  model  for  the  federal  government  to  follow. 
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While  states  may  reduce  cost  pressures  with  their  own  reforms,  they  will  he 
to  tailor  their  plans  to  fit  in  with  any  national  program,  or-less  likely-obte 
approval  from  the  Department  of  Health  and  Human  Services  to  operate  outside  j 

There  are  many  unanswered  questions  about  the  Clinton  plan,  both  on  its 
impact  on  Medicaid  and  its  overall  cost  to  the  states. 

"Part  of  the  problem  with  this  whole  thing  is  we're  guaranteeing  all  these 
benefits  on  the  front  end.  That's  being  carved  in  stone,"  said  Hanley,  who 
serves  as  chairman  of  the  State  Medicaid  Directors  Association.  What  happens, 
Hanley  asks,  if  the  premiums  don't  cover  the  cost  of  the  services  for  Medicate 
Do  the  states  pick  up  the  difference? 

There  are  other  questions.  If  the  Clinton  package  is  approved,  with  health 
alliances  established  in  the  states,  it  isn't  clear  how  many  of  the  doctors  wh 
treat  Medicaid  recipients  will  fit  in  the  alliance  plans. 

If,  for  example,  doctors  are  required  to  have  hospital  visiting  privileges, 
malpractice  insurance,  be  board  certified  and  practicing  in  the  field  in  which 
they  are  trained,  many  doctors  who  currently  treat  Medicaid  recipients  could  b 
prevented  from  doing  so. 

On  the  other  hand,  if  the  reform  package  bogs  down  in  Congress  or  is  approv 
piecemeal,  the  states  could  still  be  left  to  manage  Medicaid  in  its  current  fo 
for  several  more  years.  That  will  mean  continued  cost  pressures  on  states  that 
have  not  established  their  own  health  plans  and  more  problems  of  access  to 
medical  care  for  Medicaid  recipients. 

It  didn't  start  out  this  way.  When  Medicaid  began,  there  was  little 
difference  between  Medicaid  and  Medicare  reimbursement  rates  for  physicians. 
But  the  gulf  between  the  two  programs  has  been  widening  for  years.  Nationally, 
Medicaid  fees  for  health  services  averaged  only  64  percent  of  Medicare  payment 
and  55  percent  of  private  insurance  payments,  according  to  the  most  recent  dat. 
from  the  Physicians  Payment  Revenue  Commission  and  the  National  Governors 
Association. 

"Access  to  mainstream  medical  care  for  Medicaid  beneficiaries  would  remain 
elusive  as  long  as  physician  fees  paid  by  state  Medicaid  programs  were 
substantially  below  those  of  Medicare  and  other  payers,"  the  commission  said  i; 
its  1993  report  to  Congress. 

As  doctor  billing  records  in  Illinois  show,  Medicaid  recipients  are 
financially  the  least  rewarding  patients  to  treat.  The  commission's  survey  of 
doctors  nationwide  found  they  are  much  more  likely  to  accept  Medicare  and 
private  insurance  patients  than  they  are  Medicaid,  and  low  Medicaid  fees  paid 
to  doctors  are  contributing  factors. 

A  major  concern  for  the  states  is  the  future  of  federal  mandates  that  have 
expanded  the  coverage  and  cost  of  Medicaid  in  the  last  several  years.  Medicaid 
was  created  by  Congress  to  be  administered  by  the  states,  but  in  the  last  decad 
much  of  that  control  has  been  shifted  back  to  Washington  because  federal 
mandates  dictate  an  increasing  share  of  Medicaid  policy. 

"The  federal  government  thinks  it  knows  best,  sitting  in  Washington,  how  to 
use  our  money.  What  they're  saying  is,  'Let  us  tell  you  how  to  spend  your 
money,'  "  said  Gerald  Miller,  director  of  the  Michigan  Department  of  Social 
Services  and  former  head  of  the  National  Association  of  State  Budget  Officers. 

"Something  happens  when  you  go  to  Washington,"  he  said  of  federal 
policymakers.  "You  ask  them.   Have  you  ever  been  to  Carson  City?'  No.  'Have  you 
ever  been  to  Lansing,  Mich.?  Have  you  ever  been  to  Springfield,  111.7'  They 
don't  know  what  it  is  like  out  there  in  the  states,  and  they  never  did." 

The  governors  association's  Volpe  said  he  remains  optimistic  that  Washington 
will  be  fair  to  the  states,  "but  you  know  the  devil  is  always  in  the  details. 
And  in  this  case  the  details  translate  into  the  legislation."  It  will  take 
months  to  determine  those  details. 

Unlike  state  legislatures.  Congress  does  not  have  to  balance  its  budget  over- 
year. Even  if  Congress  does  move  to  ease  the  burden  on  the  states,  many  of  the 
obstacles  impeding  Medicaid  cannot  be  easily  addressed  by  a  universal  health 
plan. 

Many  of  the  doctors  who  treat  Medicaid  recipients  are  the  replacements  for 
those  who  fled  the  decaying  central  city  neighborhoods  or  once-prosperous  small 
towns.  When  the  jobs  left,  the  hospitals  and  the  doctors  weren't  far  behind. 
Medicaid  is  there  to  try  to  fill  an  unattractive  void. 

Medicaid,  and  the  baggage  of  its  negative  image,  only  serves  to  give 
physicians  a  reason  beyond  the  low  and  slow  payments,  not  to  do  the  work. 

The  sentiment  expressed  by  Dr.  Anil  Gupta,  a  family  practitioner  in  Mt. 
Vernon,  111.,  is  common.  "I  don't  feel  proud  that  I'm  taking  Public  Aid.  It  is ^ 
like  a  stigma  on  you.  The  stigma  that  says  you  are  a  damned  Public  Aid  doctor." 

It  will  take  more  than  just  removing  the  stigma.  Something  different,  much 
different,  has  to  be  done. 

Forget,  for  a  moment,  about  all  the  good  intentions  which  gave  birth  to 
Medicaid. 
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Forget,  too,  that  it  provides  at  least  something  for  people  who  cannot  afforc 
to  pay  for  it  themselves. 

Medicaid  was  never  accepted  by  the  medical  establishment  and  in  its  present 
form,  never  will  be. 

Its  tangled  history  is  a  lesson  learned  about  government,  politics  and  the 
people  who  provide  health  care. 

More  than  anything  else,  it  has  been  a  lesson  in  the  folly  of  putting  a 
benefit  card  in  the  hands  of  hundreds  of  thousands  of  Americans  and  then 
entrusting  the  government  to  safeguard  the  way  the  money  is  spent. 

"Medicaid  is  a  broken  system,"  said  Phil  Bradley,  who  during  his  brief  ten 
as  director  of  the  Illinois  Department  of  Public  Aid  attempted  to  change 
Medicaid  to  serve  the  patients  first.  "If  this  is  an  example  of  what  happens 
when  the  government  does  health  care,  we're  in  for  trouble." 

"Just  simply  paying  more  money  is  not  the  answer,"  he  said.  "It  Is  essenti 
that  the  system  be  changed. 

"Idealistlcally,  if  you  really  want  to  change  the  health-care  system,  you 
have  to  change  the  behaviors  of  society.  It  isn't  a  payment  problem,  it's  a 
social  problem." 

He  ticked  off  a  few:  Handguns.  Drugs.  Cigarettes.  Alcohol.  "The  behaviors 
the  root  cause.  The  medical  system,  and  therefore  Medicaid,  is  treating  sympt> 
of  very  sick  society.  And  it  costs  and  costs. 

"People  who  can't  make  good  decisions  in  their  lives  can't  be  expected  to 
make  good  medical  decisions.  They  need  guidance." 

Like  others.  Dr.  Arthur  F.  Kohrman,  head  of  the  state's  Medicaid  Advisory 
Committee,  has  worked  for  many  years  trying  to  find  ways  to  make  the  program 
work  for  the  patients  within  a  framework  that  provides  only  narrow  medical 
solutions  to  a  whole  range  of  social  problems. 

"It's  bad  public  policy,"  Dr.  Kohrman  says,  "but  it's  the  only  thing  we've 
got.  " 

If  there  is  anything  to  be  learned  from  nearly  three  decades  of  Medicaid 
medicine,  it  is  that  tinkering  at  the  margins  of  a  system  in  chaos  is  wastefu. 
and  costly  in  the  long  run. 

"There  can't  be  any  something  for  nothing  and  we  have  to  demonstrate  that  ■ 
people,"  President  Clinton  said  in  announcing  his  universal  health  plan. 

"This  is  not  a  free  system." 

Medicaid  is  free  to  the  people  who  are  supposed  to  benefit  from  It. 

But  it  has  proven  costly  to  them,  and  everyone  else. 


Last  of  a  series. 

GRAPHIC:  PHOTOS  5  GRAPHICS  2 

PHOTO:  Good  Medicaid  care  comes  with  the  gentle  touch  of  Dr.  Fred  Rachman,  a 
pediatrician  at  Chicago's  Erie  Family  Health  Center,  who  checks  on 
two-month-old  Theodore  Napierkowskl ,  held  by  mom  Kelly  Breeding. 

PHOTO:  On  a  typically  busy  day  at  the  Erie  clinic,  staffers  hustle  in  and  out 
of  the  lab  and  one  technician  gives  a  blood  test  for  lead  to  a  young  patient 
(right). 

PHOTO:  Dr.  Jim  Olson  examines  Veridiana  Mireles,  3,  at  the  Erie  health  center. 
Medicine  as  practiced  there  is  not  the  typical  Medicaid  revolving  door. 

PHOTO:  Prenatal  and  postnatal  care  are  important  services  offered  at  the  Erie 
Clinic.  Certified  Nurse-Midwife  Noreen  Proluski  (left)  offers  advice  to  Joyce 
Rivera,  mother  of  Jesenia  Rivera-Otero,  6  weeks,  who  is  snug  in  her  carriage. 
Tribune  photos  by  Chris  Walker. 

PHOTO  (color):  Carmen  Martinez  waits  while  her  Medicaid  card  is  checked  at  the 
Erie  Family  Health  Center.  Tribune  photo  by  Chris  Walker. 
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GRAPHIC:  Medicaid  Mirage. 

True  or  false? 

Few  and  Far  Between. 

See  microfilm  for  complete  graphic. 


GRAPHIC:  How  Women  and  Children  Fared  Under  Medicaid. 

Source:  Tribune  analysis  of  data  from  the  llinois  Department  of  Public  Aid. 

Chicago  Tribune. 

See  microfilm  for  complete  graphic. 
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Senate  Democratic  Leader  Emil  Jones  said  Wednesday  that  a  state  task  force 
will  examine  Illinois'  Medicaid  system  following  disclosures  of  waste  and  abus 
in  the  Tribune's  series,  "Medicaid:  System  in  Chaos." 

Jones,  leader  of  the  27-member  Democratic  minority  in  the  59-seat  Illinois 
Senate,  said  a  task  force  that  he  had  begun  forming  to  examine  welfare  issues 
now  will  consider  specific  reforms  of  Medicaid,  the  state-federal  health 
insurance  program  for  the  poor  and  disabled. 

The  task  force,  which  so  far  consists  entirely  of  Senate  Democrats  but  may 
also  include  private-sector  representatives,  will  hold  hearings  starting  in 
December  in  Chicago.  The  group  will  recommend  Medicaid  reforms  this  spring. 

"The  recent  series  of  articles  in  the  Tribune  provided  concrete  proof  that 
the  Illinois  Medicaid  system  must  undergo  reform  or  it  will  continue  to  be 
riddled  with  fraud,  abuse  and  waste  at  the  cost  of  millions  of  dollars  to  the 
taxpayers  of  Illinois,"  said  Jones. 

The  nine-part  series  documented  Medicaid  abuse  by  patients  and  providers  as 
well  as  mismanagement  by  the  state  Department  of  Public  Aid,  the  agency  that 
oversees  the  $4.8  billion-a-year  program  in  Illinois. 

The  series  told  of  a  Medicaid  patient  who  had  cost  taxpayers  more  than 
$100,000  in  a  single  year,  even  though  he  never  went  to  the  hospital.  The 
patient's  charges  were  for  prescription  drugs  and  hypodermic  needles  obtained 
from  various  physicians,  often  in  the  same  day.  The  patient  later  sold  the 
needles  and  drugs  on  the  street. 

The  series  also  found  that  Medicaid  doesn't  require  physicians  to  list  a 
diagnosis  on  their  billing  forms,  resulting  in  the  program  paying  for  millionE 
of  dollars  in  drugs  and  health  care  without  knowing  what  was  wrong  with 
patients.  Similarly,  a  physician's  name  is  not  required  on  pharmacy  bills. 

In  addition,  the  series  found  that:  Medicaid  pays  for  prescription  drugs  fc 
dead  patients  because  their  names  aren't  quickly  removed  from  system  records; 
Medlcaid-card  abuse  is  rampant  because  the  cards  carry  no  photograph;  trackinc 
patient's  Medicaid  history  is  difficult  because  the  system  keeps  information  t 
provider,  not  patient;  and  the  system  provides  inferior  and  inaccessible  care 
urban  as  well  as  rural  residents. 

Two  years  ago,  the  state  rejected  a  consultant's  recommendation  to  overhaul 
Illinois'  computerized  Medicaid  records  system  to  provide  better  data  as  well  a. 
more  efficient  tracking  of  patients,  providers  and  trends.  Officials  concluded 
that  the  $5.9  million  upgrade  was  too  costly. 

Jones  said  he  had  discussed  the  computer  overhaul  with  former  Department  of 
Public  Aid  Director  Phil  Bradley  and  was  upset  that  the  upgrade  was  rejected. 

"The  technology  is  already  here,  it's  just  for  the  department  to  implement 
it,"  Jones  said.  The  $5.9  million  upgrade  cost  probably  could  have  been  recoupe( 
in  Medicaid  savings  by  now,  Jones  said. 

Jones  said  the  state  should  consider  photographs  on  Medicaid  cards,  quicker 
forwarding  of  death  certificates  to  remove  dead  patients'  names  from  Medicaid 
files,  requiring  a  diagnosis  on  all  physician  bills  and  requiring  a  doctor's 
name,  address  and  phone  number  on  all  pharmacy  bills. 

Democratic  Sens.  Vince  Demuzio  of  Carlinville  and  Jesus  Garcia  of  Chicago 
will  co-chair  the  task  force.  Members  already  appointed  are:  Democratic  Sens. 
Howard  Carroll  and  Robert  Molaro  of  Chicago,  Kenneth  Hall  of  East  St.  Louis, 
George  Shadid  of  Edwards  and  Jim  Rea  of  Christopher. 
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